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MERGERISM AND SECTION 7 OF THE 
CLAYTON ACT 
RAYMOND P. HERNACKI * 


INTRODUCTION 


A new roadblock in the highways to monopoly was re- 
cently constructed by Congress in the form of an amend- 
ment to section 7 of the Clayton Act.* This amendment, 
sometimes called the Celler Anti-Merger Act, prohibits 
the acquisition by one corporation of the assets, not only 
the stock (as the statute had previously provided) of 
another corporation engaged in interstate commerce 
“where in any line of commerce in any section of the 
country, the effect of such acquisition may be substantially 
to lessen competition, or to tend to create a monopoly.” 

The change, urged by the Federal Trade Commission 
since 1926, was inspired by reports on the latest wave of 
mergers’ in the post-World War II period. A majority 
of the mergers, as shall subsequently be shown, represents 
the absorption of small corporations into larger units. 


* Member of the Illinois Bar. 

138 Srat. 731 (1914), 15 U.S.C. §§ 18, 21 (1946), as amended, Pub. L. No. 
899, 81st Cong., 2d Sess. §§ 7, 11 (Dec. 29, 1950), 15 U.S.C.A. §§ 18, 21 (1951). 

2In a narrow sense, the word “merger” means the uniting of two or more 
corporations by the transfer of property of all to one of them, the others being 
swallowed up therein. It differs from a “consolidation,” wherein all the con- 
solidating companies surrender their separate existence and become parts of a 
new corporation. A “holding company,” on the other hand, is a corporation 
organized to hold the stock of other corporations, all firms retaining their 
corporate identity. As used here, the term “mergerism” includes all forms of 
stock and assets acquisitions, thus embracing the above devices. 


[ 659 ] 
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From the congressional viewpoint, the mergers consti- 
tuted a major threat to competition—to be dissolved by 
rejuvenating section 7 of the Clayton Act. It is the pur- 
pose of this article to evaluate the significance of the new 
amendment with regard to tomorrow’s mergers. 


PART I 
THE LEGISLATIVE AND JUDICIAL HISTORY OF SECTION 7 


A 
The Enactment of the Clayton Act 


A great wave of corporate mergers and consolidations 
descended on this country in the era, 1897-1904. Soon 
thereafter, the public suffered through a struggle for 
power among the newly-spawned giants of industry, then 
called “trusts,” and would-be giants. Abusive tactics 
were freely practiced by the “trusts,” and the apparent 
failure of the Sherman Act’ to halt such activities excited 
popular demand for a new law. In response, a bill was 
introduced in Congress entitled “An Act to supplement 
existing laws against unlawful monopolies, and for other 
purposes.” The primary purpose of the bill, later known 
as the Clayton Act,* was to kill monopoly in the seed. 
The Senate Judiciary Committee so considered it when 
it reported: 

Broadly stated, the bill, in its treatment of unlawful restraints 
and monopolies, seeks to prohibit and make unlawful certain 
trade practices which, as a rule, singly and in themselves are not 
covered by the act of July 2, 1890, or other existing antitrust 
acts and thus, by making the practice illegal, to arrest the creation 


of trusts, conspiracies, and monopolies in their incipiency and 
before consummation.° 


Generally speaking, the Clayton Act sought to halt the 
use of four common practices of the trusts, namely: price 
discrimination, exclusive-dealing arrangements, holding 


826 Strat. 209-210 (1890), 15 U.S.C. §§ 1-7 (1946). 
438 Strat. 730-740 (1914), 15 U.S.C. §§ 12-27 (1946). 
5 H.R. Rep. No. 698, 63d Cong., 2d Sess., ser. 6553, 1 (1914). 
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companies, and interlocking directorates. Representa- 
tive Clayton, speaking for the majority of the House Ju- 
diciary Committee, stated: 


Section 8 [later passed as section 7] deals with what is known 
as the “holding company,” which is a common and favorite 
method of promoting monopoly. “Holding company” is a term 
generally understood to mean a company that holds stock of 
another company or companies, but as we understand the term 
a “holding company” is a company whose primary purpose is to 
hold stocks of other companies. It has usually issued its 
own shares in exchange for their stocks, and is a means of hold- 
ing under one control the competing conspiracies whose stocks 
it has thus acquired. As thus defined, a “holding company” is 
an abomination and, in our judgment, is a mere incorporated 
form of the old-fashioned trust. 

. . » Hence there are certain corporations which may properly 
be interested with individuals other than its own stockholders, 
but experience has taught us that the “holding company” as 
above described no longer serves any useful purpose that is 
helpful to either business or the community at large when it is 
operated purely as a “holding company.” Section 8 is intended 
to eliminate this evil so far as it is possible todo so. . .° 


In its final form, the main provisions of section 7 de- 
clared: 


That no corporation engaged in commerce shall acquire, di- 
rectly or indirectly, the whole or any part of the stock or other 
share capital of another corporation engaged also in commerce 
where the effect of such acquisition may be to substantially 
lessen competition between the corporation whose stock is so 
acquired and the corporation making the acquisition, or to re- 
strain such commerce in any section or community, or tend to 
create a monopoly of any line of commerce. 

No corporation shall acquire, directly or indirectly, the whole 
or any part of the stock or other share capital of two or more 
corporations engaged in commerce where the effect of such acqui- 
sition, or the use of such stock by the voting or granting of 
proxies or otherwise, may be to substantially lessen competition 
between such corporations, or any of them, whose stock or other 
share capital is so acquired, or to restrain such commerce in any 
section or community, or tend to create a monopoly of any line 
of commerce.’ 


The first paragraph applies to an operating company 
which holds stock in another firm; the second paragraph 


6 H.R. Rep. No. 627, 63d Cong., 2d Sess., ser. 6559, 17 (1914). 
7 38 Stat. 731 (1914), 15 U.S.C. §18 (1946). 
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applies primarily to a holding company owning the stock 
of two or more firms. 


The following activities were made exempt: 


1. Stock purchases for investment only, if they would 
not result in a substantial lessening of competition 
or tend to create a monopoly. 

. The forming, or holding of stock, of a subsidiary 
corporation for the actual carrying on of lawful 
business when the effect was not to substantially 
lessen competition. 

. The ownership of stock in a branch or “feeder” line 
by a carrier where no substantial competition existed 
between the company owning the branch line so 
constructed and the company owning the main line 
acquiring the property. 


After considerable debate and some revision, section 7, 
as part of the Clayton Act, became law on October 15, 
1914. 


B 
The Judicial Interpretation of Section 7 


Since the construction placed upon sections 2 and 3 of 
the Clayton Act has often been extended to section 7, 
the sections merit comparison. Section 2 forbids price 
discrimination “where the effect of such discrimination 
may be substantially to lessen competition or tend to cre- 
ate a monopoly in any line of commerce . . .”* Section 
3 prohibits exclusive-dealing agreements “where the ef- 
fect . . . may be to substantially lessen competition or 
tend to create a monopoly in any line of commerce.” * 
The ban of section 7, however, applied where the effect 
of a stock acquisition “may be 

1. to substantially lessen competition between the cor- 

poration whose stock is so acquired and the corpora- 
tion making the acquisition or 


849 Srat. 1526 (1936), 15 U.S.C. §13 (1946). 
® 38 Stat. 731 (1914), 15 U.S.C. §§ 14, 15 (1946). 
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. to restrain such commerce in any section or commu- 
nity or 

. tend to create a monopoly in any line of com- 
merce.” * 


The marked difference between the substantially-lessen 
phrase of section 7 as compared with section 2 and sec- 
tion 3 should not be overlooked; also, the fact that the 
three qualifying phrases in section 7 apparently are mu- 
tually exclusive bears notice. Subsequent passages exam- 
ining the language of section 7 will reveal how it was 
affected by decisions concerning section 2 and section 3, 
in spite of variations in the statutory wording. 


1. 
“may be” 


Until 1948 the definition of the words “may be” ap- 
proximated a “reasonable probability.” In an early sec- 
tion 3 case, Standard Fashion Co. v. Magrane-Houston 
Co., the Supreme Court stated: 


we do not think that the purpose in using the word “may” was 
to prohibit the mere possibility of the consequences described. 
It was intended to prevent such agreements as would under the 
circumstances disclosed probably lessen competition, or create 
an actual tendency to a monopoly. That it was not intended to 
reach every remote lessening of competition is shown in the 
requirement that such lessening must be substantial." 


The refinement was added in Corn Products Refining Co. 
v. FTC, where the Supreme Court concluded that the 
evidence admitted of a “reasonable probability” that the 
effect of price discriminations might be substantially to 
lessen competition.” 


10 Numbers and italics added by author. 


11258 U.S. 346, 356-357 (1922). For a similar construction in a §7 pro- 
ceeding, see Pennsylvania R. R. v. ICC, 66 F.2d 37 (3d Cir. 1933), aff’d, 291 
U.S. 651 (1934). 

12 324 U.S. 726, 739 (1945). The Court later added that “the statute does not 
require that the discriminations must in fact have harmed competition, but only 
that there is a reasonable possibility that they ‘may’ have such an effect.” Jd. 
at 742. A lower court had first framed the “reasonable probability” phrase in 
International Shoe Co. v. FTC, 29 F.2d 518, 520 (1st Cir. 1928). 
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But with the FTC v. Morton Salt Co. case, the Court 
apparently swung to a “reasonable possibility” meaning. 
Declared the Court, “the Commission is authorized by 
the Act to bar discriminatory prices upon the ‘reason- 
able possibility’ that different prices for like goods to 
competing purchasers may have the defined effect on com- 
petition.” ** Confusion became fixed when, in Standard 
Oil Co. of California v. United States, the Court repeated 
the quotation from the Standard Fashion decision, treat- 
ing it as settled law.” The uncertainty as to.the meaning 
of the term was recently reflected in one lower court’s 
opinion when it stated that certain discriminatory price 
differentials did not substantially injure competition “or 
that there is any reasonable probability or even possibil- 
ity that they will do so.” * 


2. 


“to substantially lessen competition” between the 
acquiring and acquired firms 


An important problem soon arose in section 7 cases: 
was the substantially-lessen phrase of section 7 broader 
in scope than the Sherman Act ban? Section | of the 
Sherman Act renders unlawful combinations which un- 
reasonably restrain trade. Ignoring per se violations, 
unreasonableness under the Act is measured by the degree 
of injury to the public, or as the courts term it, “prejudice 


9217 


of the public interests. If the courts required a show- 
ing that the lessening of competition between the acquir- 
ing and acquired firms resulted in an injury to the public, 


13 334 U.S. 37 (1948). 

14 Jd. at 47. Mr. Justice Jackson, joined by Mr. Justice Frankfurter, strongly 
dissented to the change in meaning and stated that the use of “reasonable possi- 
bility” in the Corn Products case, supra note 12, was an inadvertency. 334 U.S. 
37, 57-58 (1948). 

15 337 U.S. 293, 300 (1949). 

16 Minneapolis-Honeywell Regulator Co. v. FTC, 191 F.2d 786, 792 (7th 
Cir. 1951). 

17 The phrase gained currency in United States v. American Tobacco Co., 
221 U.S. 106, 179 (1911), and remained as a symbol of Sherman Act violations. 
Standard Oil Co. of California v. United States, 337 U.S. 293, 312 (1949), 
International Shoe Co. v. FTC, 280 U.S. 291, 298 (1930). 
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then legality under this phrase was being determined 
under the Sherman Act criterion. 

It is obvious that if firm A acquires all the stock of firm 
B, a competitor, it can control the management, produc- 
tion, and prices of the latter firm, and that real competi- 
tion between them will have disappeared. Nonetheless, 
section 7 is not violated until the competition is ‘“sub- 
stantially” lessened. So, if firms A and B are in compe- 
tition with regard to only 1 percent of their respective 
outputs, there is no violation. But when the firms com- 
pete with regard to 75 percent of their outputs at the time 
of the stock acquisition and both firms are small in rela- 
tion to others in that industry, a different question is pre- 
sented. To hold then that section 7 is not violated would 
mean that the word “substantially” not only requires that 
competition between the firms be substantial, but also that 
an injury to the public be proven. 

In relation to the above problem, it may be recalled 
that the three qualifying phrases of section 7 were, seem- 
ingly, mutually exclusive. The second phrase, dealing 
with restraints of commerce, resembled in its language 
section 1 of the Sherman Act and would, probably, fall 
subject to the Sherman Act standard. Assuming the 
phrases to be truly disjunctive, the substantially-lessen 
phrase would of necessity apply to transactions not al- 
ready covered by the restraint phrase. Consequently, if 
the substantially-lessen phrase of section 7 was to retain a 
separate meaning from the others, no showing of “preju- 
dice to the public interest” should have been demanded. 
The cases following will reveal how the courts, neverthe- 
less, read the Sherman Act standard into the substantially- 
lessen phrase of section 7. 

The Aluminum Company of America v. FTC case of 
1922 announced that the qualifying phrases of section 7 
were mutually exclusive and the reasonableness of the 
transaction would not be considered.” ‘The Cleveland 


18 284 Fed. 401 (3d Cir. 1922), cert. denied, 261 U.S. 616 (1923). 
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Company, sole competitor of the defendant, Alcoa, in the 
manufacture of wide sheet aluminum, was having finan- 
cial difficulties during the war period of 1918. Cleveland 
and Alcoa agreed to form a third firm, the Rolling Mills 
Company, to take over Cleveland’s assets, with Alcoa 
purchasing 60 percent of Rolling Mills’ stock. Holding 
the acquisition illegal, the court said: 
Still, the Aluminum Company says, the law was not violated 
because the substantial lessening of competition was not between 
the corporation whose stock was acquired and the corporation 
which acquired the stock. . Violation of the section does not 
turn alone on a substantial lessening of competition. It turns, 


in the disjunctive, on the tendency of the transaction “to create 
a monopoly.” 1° 


Three years later, a lower court again refused to re- 
quire a showing of injury to the public to sustain a section 
7 violation. Swift and Co. v. FTC.” Meanwhile, how- 
ever, the Sherman Act criterion had been applied as a 
test for section 3 of the Clayton Act in Standard Oil v. 
FTC.” Then in 1930, the Supreme Court appended the 


“prejudice to public interest” standard to section 7 when 
it decided the International Shoe Co. v. FTC case.” 
After adopting the language of the Standard Oil decision, 
the Court added: 


Mere acquisition by one corporation of the stock of a com- 
petitor, even though it results in some lessening of competition, 


19 Jd. at 406. J. Buffington dissented, remarking, “if the Aluminum Company 
of America . . . desired to lessen competition or to broaden the monopoly of 
rolling aluminum sheets, all it had to do was to do nothing and allow the losing 
mill to drop out of business.” Jd. at 410. Subsequent events proved this pre- 
diction to be correct. 

208 F.2d 595 (7th Cir. 1925), rev’d on other grounds, 272 U.S. 554 (1926). 
Again the qualifying phrases were deemed to be disjunctive. The court upheld 
the constitutionality of §7 against the contention that the distinction between 
persons and corporations was arbitrary. 

21 Standard Oil v. FTC, 282 Fed. 81 (3d Cir. 1922), aff'd, 261 U.S. 463 
(1923). The lower court paid no heed to the Supreme Court’s pronouncement 
that “The Sherman Act and the Clayton Act provide different tests of liability. 
This was determined in the recent case of Standard Fashion Co. v. Magrane- 
Houston Co. . . . In that case we pointed out that the Clayton Act was in- 
tended to supplement the Sherman Act, and within its limited sphere estab- 
lished its own rule.” United Shoe Machinery Corp. v. United States, 258 
U.S; 451, 459-460 (1922). Cf Sidney Morris and Co. v. National Ass'n of 
Stationers, 40 F.2d 620 (7th Cir. 1930). 

22 280 U.S. 291 (1930). 
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is not forbidden; the act deals only with such acquisitions as 
probably will result in lessening competition to a substantial de- 
gree . . . that is to say, to such a degree as will injuriously 
affect the public. Obviously, such acquisition will not produce 
the forbidden result if there be no pre-existing substantial compe- 
tition to be affected ; for the public is not concerned in the lessen- 
ing of competition, which, to begin with, is itself without real 
substance.* 
International, largest shoe manufacturer in the country 
in 1921, had acquired all the stock of the McElwain Com- 
pany, the fourth or fifth largest producer and a compet- 
itor in the sale of dress shoes for men and boys. Reason- 
ing from the fact that 95 percent of the McElwain prod- 
uct was sold in large cities and 95 percent of the Interna- 
tional product in rural areas, the Court found that there 
was no substantial competition between the two firms.” 
The Commission’s cease and desist order was reversed on 
two grounds: 

1. That there never was substantial competition between the 
two corporations, and, therefore, no foundation for the charge of 
substantial lessening of competition; [and] 

2. that at the time of the acquisition the financial condition of 
the McElwain Company was such as to necessitate liquidation or 


sale, and, therefore, the prospect for future competition or re- 
straint was entirely eliminated.”® 


By requiring proof of a “prejudice to public interest,” the 
Court practically overruled the Alcoa decision of 1922 
and drained the substantially-lessen phrase of any inde- 
pendent significance. 

Subsequent cases expressed the rule inherent in the 
International Shoe opinion—that even though two com- 
panies are in substantial competition with each other, 
section 7 is not violated unless an important share of the 
market is involved. In Temple Anthracite Coal Co. v. 
FTC, for example, the firms involved were both small 


23 Td. at 298. 

24Jd. at 298-99. This finding was criticized by dissenting Justices Stone, 
Holmes, and Brandeis. Jd. at 303-04. 

25 Jd, at 294. The defendant company sought escape through the jurisdic- 
tional “loophole,” see text at 674-677, but purchased the assets of the McElwain 
firm too late. International Shoe Co. v. FTC, 29 F.2d 518, 522 (1st Cir. 1928). 
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and were engaged in very active competition with each 
other, yet the court held for the defendant, placing its 
rationale on an unrealistic concept of “competition.” * 
In V. Vivaudou, Inc. v. FTC, however, the court shunned 
the circuitous route and openly declared, “We must con- 
sider the extent of the trade carried on by the three com- 
panies and compare it with the volume of business carried 
on by their competitors previous to the period of owner- 
ship of the stock, and endeavor to ascertain whether 
the public interest has been affected.” Finding that 
the business carried on by the firms amounted to but 
$7,000,000 in an industry of $125,000,000, and that the 
businesses were complementary for the most part, the 
court concluded that no injury to the public was proven. 
Although the Commission refused to require a “prejudice 
to public interest” to sustain a violation based on the sub- 
stantially-lessen phrase of section 7,” the courts continued 
to insist upon it.” 

The cases outlined have traced the history of the sub- 
stantially-lessen phrase from the womb to the tomb. The 
Alcoa decision of 1922 indicated that the prohibitions 
of section 7 were mutually exclusive and that the court 
would not examine the effect on the public. This view 
was impliedly repudiated in the International Shoe case 
when the Supreme Court affixed the “prejudice to public 

2651 F.2d 656 (3d Cir. 1931). The defendant was a holding company formed 
to own substantially all the stock of two coal-mining firms. Each operating 
company sold through an independent selling agency which would obtain orders 
for coal and send them to the operating company; if the price was considered 
satisfactory, the operating company would fill the order. Reversing the Com- 
mission’s order, the court stated there was no evidence that competition be- 
tween the two selling agencies “in selling the coal of these two companies has 
been or may be reduced through the ownership of the stock of the respective 
companies by Temple Anthracite Coal Company.” Judge Woolley dissented for 
the reason that the power, now vested in the same company, to accept and 
refuse orders “would ‘substantially lessen competition’—indeed actually end 
competition—between the two corporations.” Jd. at 661. He insisted that the 
court concern itself only with the lessening of competition between the two 
firms, not with competition generally. 

27 54 F.2d 273, 275 (2d Cir. 1931). Cf. Pennsylvania R. R. v. ICC, 66 F.2d 
37 (3d Cir. 1933), aff'd, 291 U.S. 651 (1934). 
28 In re Vanadium-Alloys Steel Co., 18 F.T.C. 194 (1934). No appeal was 


taken. 
29 United States v. Republic Steel Corp., 11 F. Supp. 117 (N.D. Ohio 1935). 
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interest” requirement to section 7, thus sounding the death 
knell for the substantially-lessen phrase of section 7. Sub- 
sequent decisions served only to nail solidly the coffin lid 
which buried all potential meaning of the phrase. 


3. 


“to restrain commerce in any section or community” 


Although no violation of section 7 has been upheld 
solely on the restraint phrase, probably it, too, would be 
tested by the Sherman Act standard. The question then 
arises, what factors constituted a “prejudice to public in- 
terest” within the meaning of the Clayton Act? 

The cases give strong evidence that domination of the 
market, by itself, would support the inference that com- 
petition had or probably would be lessened and the public 
injured. In United States v. New England Fish Ex- 
change, it was held that stock acquisitions giving two com- 
panies control of all dealers of the Fish Pier in Boston 
violated section 7 of the Clayton Act, as well as section | 
and section 2 of the Sherman Act.” The Fish Pier then 
handled at least 75 percent of the interstate trade in fresh 
ground fish. 

Domination of the market was again emphasized in the 
section 3 decisions. The Standard Fashion case® invali- 
dated tying agreements made by a pattern manufacturer 
who controlled two-fifths of the nation’s pattern agencies 
and had a near-monopoly in many communities. Leases 
on patented machinery requiring the lessee to use mate- 
rials supplied by the defendant were outlawed in United 
Shoe Machinery v. United States.” United controlled 
more than 95 percent of the shoe machinery in the coun- 
try. Again, in International Business Machine Corp. v. 
United States,” leases of patented machines requiring the 
lessee to use I[BM’s tabulating cards were declared illegal 

80 258 Fed. 732 (D. Mass. 1919). 

81 258 U.S. 346 (1922). 


32 Jd, at 451. 
83 298 U.S. 131 (1936). 





670 THE GEORGE WASHINGTON LAW REVIEW 


on proof that IBM produced 81 percent of the total cards 
sold. Requirements contracts, as used by an association 
of dress manufacturers which sold more than 60 percent 
of all but the cheapest women’s garments, were banned 
in Fashion Originators’ Guild v. FTC.* 

But in International Salt Co. v. United States,” the 
Court rejected the necessity of demonstrating economic 
consequences as to contracts tying the sale of a nonpat- 
ented to a patented article. Declared the Court, “Not 
only is price-fixing illegal per se . . . but also, it is un- 
reasonable, per se, to foreclose competitors from any sub- 
stantial market.” ** Yearly sales totaling $500,000 were 
considered “substantial.” ‘The case may be distinguished 
on the ground that it concerns another per se violation 
of antitrust law. 

Recent Sherman Act decisions on stock and asset ac- 
quisitions support the view that unless there is domination 
of the market, or evidence of a “specific intent to monop- 
olize” the market, the acquisition will remain undis- 
turbed. In the second Yellow Cab case,” the Supreme 
Court held that acquisitions by Checker Cab Manufactur- 
ing Company of cab operating companies in four large 
cities did not sustain a charge of violating sections 1 and 
2. Yet, when in the first Yellow Cab case* the defendant 
had admitted a “specific intent to monopolize” by its 
pleadings, the Court had held that the complaint was im- 
properly dismissed. 

Absent the “specific intent to monopolize” and, the Co- 
lumbia Steel decision® reveals, the Court will test for 
dominance. To apply the test, the Supreme Court stated: 


It is first necessary to delimit the market in which the concerns 
compete and then determine the extent to which the concerns are 
in competition in that market. . . . In determining what con- 


34 312 U.S. 457 (1941). 

35 332 U.S. 392 (1947). 

36 Jd. at 396. 

87 United States v. Yellow Cab Co., 338 U.S. 338 (1949). 

88 United States v. Yellow Cab Co., 332 U.S. 218 (1947). 

88 United States v. Columbia Steel Co., 334 U.S. 495 (1948). 
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stitutes unreasonable restraint, we do not think the dollar volume 
is in itself of compelling significance; we look rather to the 
percentage of the business controlled, the strength of the remain- 
ing competition, whether the action springs from business re- 
quirements or purpose to monopolize, the probable development 
of the industry, consumer demands, and other characteristics of 
the market.* 
The Government had sued to enjoin United States Steel 
Corporation from purchasing the assets of Consolidated 
Steel Company, the largest independent fabricator on the 
West Coast. After finding that Consolidated accounted 
for but 3 percent of the total demand in the relevant 
market, the Court held the exclusion of competitors from 
supplying Consolidated’s requirements was reasonable. 
The lessening of competition between United States Steel 
and Consolidated was considered justifiable on a showing 
that the products of the firm were mostly different and 
such competition as existed would probably decrease. 
Until the Standard Oil Co. of California v. United 
States case“ in 1949, it was accepted that, barring per se 
violations, sections 3 and 7 of the Clayton Act required a 
showing of “prejudice to public interest,” which generally 
demanded evidence of market dominance. The Supreme 
Court then ruled that Standard’s exclusive supply con- 
tracts made with independent gasoline retailers violated 
section 3, though sales made under such contracts amount- 
ed to only 6.7 percent of the total in the area. In 1947 
the volume of such gasoline sales was $58,000,000. Con- 
cluded the Court, “the qualifying clause of section 3 is 
satisfied by proof that competition has been foreclosed in 
a substantial share of the line of commerce affected.” “ 
Consequently, once it is established that a substantial 
market is affected by the proscribed activity, as the Court 
here found, proof that competition has, or probably will 
be, diminished shall not be required. 


40 Jd, at 527-28. 

41 337 U.S. 293 (1949). The opinion contains a résumé of §3 cases and 
points up the factor of market dominance. 

42 Td. at 314. 
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Clearly, the Standard Oil of California decision rejects 
the Sherman Act criterion as a measure of section 3 viola- 
tions. Is such repudiation to become permanent, and if 
so, shall the judgment extend also to section 7, as amend- 
ed? These questions will be deferred until the intent of 
Congress in amending section 7 has been considered. 


4. 
“tend to create a monopoly” 


It is not certain that the monopoly phrase has any sepa- 
rate meaning. The Alcoa decision of 1922“ is the only 
case which based a violation of section 7 solely on this 
ground, chiefly because there had never been any compe- 
tition between Alcoa and the new firm whose stock Alcoa 
purchased. But in later cases where the substantially- 
lessen phrase was treated as applying to competition in 
general, as opposed to competition between two firms, no 
separate import was attached to the monopoly phrase. 
Likewise, in section 3 decisions, certain agreements were 
declared illegal for the joint reason that the effect might 
be “to substantially lessen competition and tend to create 
a monopoly.” ‘There is some inconclusive dicta stating 
that a difference exists between a substantial lessening of 
competition and a tendency to create a monopoly,“ yet 
the reports fail to disclose a judgment outlining the dis- 
tinction. Unless the two phrases are distinguished and 
separate criteria provided for each, they may be treated 
as counterparts.” 

Though the meaning of the monopoly phrase is not 
clear, the courts have not ignored decisions dealing with 
monopolies when construing section 7. The doctrine of 


43 Supra note 18. 


44 Sidney-Morris and Co. v. National Ass’n of Stationers, 40 F.2d 620, 625 
(7th Cir. 1930). 


45 Defining “monopoly” as the exclusive control of a market with a corre- 
sponding absence of competition in that industry, it would appear that any 
acquisition which substantially lessens competition must also tend to create a 
monopoly. 
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the United States Steel case,“* since modified, that huge 
size is not an offense unless coupled with abusive practices, 
was early incorporated into the Clayton Act.“ In 1922 
the Attorney General concluded that, since the Supreme 
Court had refused to cut down the giant of the steel in- 
dustry, proposed mergers between the smaller steel firms 
would not violate section 7.“° The same view was ex- 
pressed by the court in United States v. Republic Steel 
Corporation.” ‘These judgments indicate that decisions 
under section 2 of the Sherman Act, as well as those of 
section 1, will influence the courts when they rule on the 
amended section 7. 


$. 


“of any line of commerce” 


A tendency to create a monopoly may be illegal though 
only a portion of the country is affected. The Supreme 
Court has pointed out that “the ‘line of commerce’ affect- 
ed need not be nationwide, at least where the purchasers 


cannot, as a practical matter, turn to suppliers outside 
their area.” 


Nor is the ban limited to cover only that line of com- 
merce in which the defendant is engaged. In Van Camp 
and Sons Co. v. American Can Co.” the defendant had 
sold goods to the plaintiff at prices higher than those he 
charged the plaintiff's competitors. The defendant argued 
that section 2 of the Clayton Act applied only to the line 


46 United States v. International Harvester Co., 274 U.S. 693 (1927); United 
States v. United States Steel Corp., 251 U.S. 417 (1920). Huge size itself was 
found illegal in United States v. Aluminum Company of America, 148 F.2d 416 
(2d Cir. 1945), where Alcoa’s 90 percent control of the virgin aluminum 
ingot industry was held monopolistic. The Supreme Court followed this view 
so completely when deciding American Tobacco Company v. United States, 
328 U.S. 781 (1946) that one court concluded that the “abuse” doctrine was 
overruled by the theory that the power to raise prices or exclude competitors 
is per se illegal. United States v. Aluminum Co. of America, 91 F. Supp. 333, 
342 (S.D. N.Y. 1950). 

47 National Biscuit Co. v. FTC, 299 Fed. 733, 736 (2d Cir. 1924). 

48 33 Ops. Atr’y Gen. 225 (1922). 

4911 F. Supp. 117 (N.D. Ohio 1935). 

50 Standard Oil Co. of California vy. United States, 337 U.S. 293, 299 n. 5 


(1949). 
51278 U.S. 245 (1929). 
2 
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of commerce in which the discriminator is engaged, not 
to the line of commerce wherein the vendee of the dis- 
criminator operates. The Supreme Court declined such 
construction because 
The phrase is comprehensive and means that if the forbidden 
effect or tendency is produced in one out of all the various lines 


of commerce, the words “in any line of commerce” literally are 
satisfied.*? 
C 


The Jurisdictional “Loophole” 


Unquestionably, the Commission’s jurisdiction encom- 
passed stock acquisition of competing firms engaged in 
commerce. But would this result obtain if, after the 
Commission began its investigation, the defendant firm 
effected a merger? 

The question came before the Supreme Court in 1926 
when it simultaneously decided three cases: FTC v. 
Western Meat Co., Thatcher Mfg. Co. v. FTC, and Swift 
and Co.v. FTC." Inthe Western Meat case, the defend- 
ant company had acquired the stock of a competitor and 
was ordered to divest by the Commission. Subsequent 
to such order, the company acquired the assets of the 
competitor. The Court ruled that the acquisition of the 
assets by the defendant had not removed the Commission’s 
prior jurisdiction to issue the order, since the purpose 
which the “lawmakers entertained might be wholly de- 
feated if the stock could be further used for securing the 
competitor’s property.” In the Swift and Thatcher 
cases the defendants had unlawfully acquired the stock 
of competing concerns, but prior to the filing of the Com- 
mission’s complaint, they had procured the transfer of 
title to the assets of said firms. Mr. Justice McReynolds, 
speaking for the five-to-four majority, stated: 

When the Commission institutes a proceeding based upon 
the holding of stock contrary to § 7 of the Clayton Act, its power 

52 Td. at 


253. 
53 272 U.S. 554 (1926). 
54 Jd. at 559. 
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is limited by § 11 to an order requiring the guilty person to cease 
and desist from such violation, effectually to divest itself of the 
stock, and to make no further use of it. The Act has no appli- 
cation to ownership of a competitor’s property and business ob- 
tained prior to any action by the Commission, even though this 
was brought about through stock unlawfully held. The purpose 
of the Act was to prevent continued holdings of stock and the 
peculiar evils incident thereto. 
Since there is necessarily a lapse of time between the insti- 
tution of the Commission’s preliminary inquiry and its 
issuance of a formal complaint, offending corporations 
could, and subsequently did, use this time to acquire the 
physical assets of companies whose stock they had pre- 
viously acquired in violation of law. 

One question remained unanswered: did section 7 ap- 
ply to a case where, after the Commission had filed its 
complaint, the acquiring company used the stock to ef- 
fect a merger of the physical assets, completing the trans- 
action before the Commission issued a cease and desist 
order? Arrow-Hart and Hegeman Electric Co. v. 


FTC™® presented the problem to the Supreme Court in 
1934 and, again by a 5-4 decision, it rendered a negative 
answer, thereby completing the “loophole.” The Court 
stated that the Commission 


. may order a practice to be discontinued and shares held in 
violation of the Act to be disposed of; but, that accomplished, 
has not the additional powers of a court of equity to grant other 
and further relief by ordering property of a different sort to be 
conveyed or distributed, on the theory that this is necessary to 
render effective the prescribed statutory remedy.*’ 


55 Jd. at 561. Mr. Justice Brandeis, speaking for Chief Justice Taft and 
Justices Holmes and Stone as well, strongly dissented. 

56 2901 U.S. 587 (1934). A somewhat complicated series of transactions were 
involved. At the time the complaint was filed, a holding company held all 
the stock of two competitors, the Arrow Electric Company, and the Hart and 
Hegeman Manufacturing Company. Thereupon, the holding company trans- 
ferred the shares of Arrow Electric to a new company called the Arrow Manu- 
facturing Company, and the shares of Hart and Hegeman to another new com- 
pany, called the H and H Electric Company. In return, the holding company 
received the shares of the new companies, which shares went directly to its 
stockholders; the original holding company then dissolved. The four remain- 
ing companies, (1) Arrow Electric, (2) Hart and Hegeman, (3) Arrow 
Manufacturing, and (4) H and H Electric Company, — consolidated to form 
the Arrow-Hart and Hegeman Electric Company. he Commission issued a 
supplementary complaint to include the latter firm, y AS that the Com- 
mission’s jurisdiction, having timely attached, could not be ousted. 

57 Jd. at 598. 
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A belated attack on the principle was recently attempt- 
ed in United States v. Celanese Corporation of America® 
where Celanese had acquired the property of the Tubize 
Rayon Company in an outright purchase. Among the 
objections offered was one that the merger necessarily in- 
volved an acquisition of stock, directly or indirectly, for 
the interest represented by the shares of stock in Tubize 
passed to Celanese; it was further argued that the merger 
represented more than the mere acquisition of assets be- 
cause the surviving corporation obtained control over the 
merging corporation’s profits and property which its for- 
mer stock represented. On the authority of the Arrow- 
Hart case, the arguments were rejected. 

In only one instance, Board of Governors v. Trans- 
america Corp.,” was the “loophole” ever stopped. While 
the Board of Governors of the Federal Reserve System 
was in the process of holding a hearing on an alleged 
violation of section 7 by Transamerica, a subsidiary of 
the defendant entered into a contract to purchase the 
assets of the corporation in which Transamerica had 
gained the challenged interest. The Board of Governors 
promptly sued for and gained a temporary injunction 
restraining the transfer of assets to defeat jurisdiction of 
the Board. The court stressed the fact that suit for in- 
junction was filed before the actual transfer of title took 
place. Subsequently, when the firm nevertheless per- 
formed the contract and bought the assets, Transamerica 
was adjudged guilty of civil and criminal contempt.” 

By its decisions in the Swift and Thatcher cases, the 
Supreme Court recognized a conspicuous loophole in sec- 
tion 7, which hole was enlarged by the Arrow-Hart de- 
cision. Considerable traffic passed over this escape from 
the antitrust laws, and it was halted only under the special 


5891 F. Supp. 14 (S.D. N.Y. 1950). 
59 184 F.2d 311 (9th Cir. 1950). 
60 Jd. at 319. The defendants later complied with the decree. 


Oo. =: =e = 8D eee 
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circumstances presented in the Transamerica situation. 
One main purpose of the Celler Act is to plug this juris- 
dictional “loophole.” 


D 
Permissible Acquisitions of Stock 


1. 
Acquisition in Satisfaction of a Bona Fide Debt 


The courts have consistently upheld the right of a firm 
to obtain the assets of a competitor in discharge of a 
bona fide obligation. Pursuant to the Alcoa decree of 
1922, Alcoa sold its holdings in the Rolling Mills Com- 
pany to the Cleveland Company. Holding promissory 
notes of the Rolling Mills Company for materials sold to 
it, Alcoa threatened suit thereon. Since the firm was in- 
solvent and the debt was greater than the value of the 
plant, it was almost certain that Alcoa would get the 
judgment, levy on the physical plant, and buy the assets 
at a sheriff’s sale. The Commission petitioned to have 
the 1922 decree amended to enjoin Alcoa and its officers 
from gaining any of the physical assets. —The court denied 
the petition holding that section 7 did not prevent a cred- 
itor from levying on the assets of a debtor so long as the 
debt was bona fide.” 

However, while even the most dominant corporation 
in the field may avail itself of the usual rights of a cred- 
itor, though it results in the acquisition of a competitor’s 
assets, such rights may be denied if the purpose in creat- 
ing the claim is improper. Where a gas company pur- 
chased stocks and bonds in competing companies to facili- 
tate their destruction by exercising the control so attained, 
the court found that section 7 was violated and ordered 


61 Aluminum Company of America v. FTC, 299 Fed. 361 (3d Cir. 1924). 
To the same effect, see Western Meat Co. v. FTC, 33 F.2d 824 (9th Cir. 1929), 
cert. granted, 280 U.S. 545 (1929). 
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all claims of said company, as presented in a bankruptcy 
proceeding of one of its victims, to be rejected.” 


2. 
Acquisition of Bankrupt or Insolvent Firms 


It has been established that a corporation may acquire 
the stock or assets of a competing firm, if it is on the verge 
of bankruptcy or insolvency. In a Sherman Act proceed- 
ing in 1917, American Press Ass’n v. United States,” 
when the American Press Association was going out of 
business because of increasing losses, the sole remaining 
competitor was permitted to purchase the firm. A court 
subsequently cited the decision for the proposition that 
“a firm closing out its business may sell its plant even to 
a competitor without violating the Anti-Trust laws.” “ 
But in the Alcoa case of 1922 under similar circumstan- 
ces, the court applied section 7 to require divestiture of 
the stock. The uncertainty was settled by the Interna- 
tional Shoe judgment where the Supreme Court approved 
the defendant’s acquisition of the stock of a competitor 
faced with “the grave probability of a business failure.” © 
The ruling apparently permits the acquisition of a com- 
petitor who is only in danger of insolvency. 


3. 
Investments 
The third paragraph of section 7 begins as follows: 


This section shall not apply to corporations purchasing such 
stock solely for investment and not using the same by voting or 
otherwise to bring about, or in attempting to bring about, the 
substantial lessening of competition. 


It is doubtful that this “exception” carries any real sig- 
nificance. Where the effect of a stock acquisition is sub- 


62 Jn re American Fuel and Power Co., 122 F.2d 223 (6th Cir. 1941). 
63 245 Fed. 91 (7th Cir. 1917). 


64 Beagle v. Thomson, 138 F.2d 875, 878 (7th Cir. 1943), cert. denied, 322 
U.S. 743 (1944). 


65 International Shoe Co. v. FTC, 280 U.S. 291, 302 (1930). 
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stantially to lessen competition or tend to create a monop- 
oly, the stock obviously was not acquired “solely for in- 
vestment”; conversely, if the acquisition does not have 
such effect, it would not fall within the ban of section 7 
in the first instance, so there would be no need for such 
“exception.” © 

Decisions suggest that a stock holding will not be con- 
sidered as a mere “investment” if the firm which acquired 
the stock has thereby gained a strong voice in the con- 
duct of the corporation. In National Supply Co. v. Hill- 
man“ the defendants had succeeded in electing five direc- 
tors to the board of the plaintiff corporation, which, 
plaintiff charged, violated section 7. The court denied 
a motion to dismiss, concluding that a corporation whose 
stock was acquired by a rival could maintain an action to 
compel divestiture, notwithstanding that such rival did 
not possess sufficient stock to control the board of direc- 
tors. Divestiture of stock was also decreed in a Sherman 


Act proceeding where the court found that the same 
minority stockholders could easily control two powerful 
corporations.” 

When one firm has acquired all the stock of a compet- 
ing firm, a fortiori the courts will refuse to treat it as a 
mere “investment.” As one court commented, “It would 
be difficult to conceive of any case where one corporation 


66 The case of Pennsylvania R. R. v. ICC, 66 F.2d 37 (3d Cir. 1933), aff'd, 
291 U.S. 651 (1934), presents a good example. Pennsylvania gained control 
of almost 50 percent of one competing railroad and 30 percent of another. The 
court held there was no “prejudice to public interest”; instead, that compe- 
tition had increased. Only then did the court make the superfluous finding— 
that the stock holdings constituted investments. 


67 57 F. Supp. 4 (W.D. Pa. 1944). 


68 United States v. Aluminum Company of America, 91 F. Supp. 333 (S.D. 
N.Y. 1950). The same nine stockholders held 46 percent of Alcoa’s stock and 
45 percent of Aluminum, Limited. Said Chief Justice Knox at page 394: 
“It would be naive to suggest that because the predominant nine shareholders 
do not have a majority of the stock in either company they lack the power to 
control either or both. In view of the long association of these interests, and 
their close connection with the aluminum industry, together with the widespread 
distribution of the remaining stock interests, the concerted action of the nine, 
if occasion arises, may reasonably be anticipated, whereas concerted action on 
the part of other stockholders is unlikely,” 
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purchased all of the stock of its competitor solely for in- 
vestment. Such a case would be a rare one.” 


E 


Conclusions 


The decisions of the Supreme Court helped render sec- 
tion 7 a nullity. When the Court gave its sanction to the 
jurisdictional “loophole,” a simple method of escaping 
the law was established. Then, with the International 
Shoe case, emasculation became complete as the Court 
applied the Sherman Act standard to measure illegality 
under section 7. A deviation from the Sherman Act test 
is found in Standard Oil of California, which may well 
set the precedent for future interpretations of the new 
section 7. On the whole, section 7 hindered little the 
drive toward economic concentration. Due partly to 
poor draftsmanship and partly to the Court’s reluctance 
to find illegality without a showing of “prejudice to pub- 
lic interest,” the section failed to achieve its goal of “sup- 
plementing” the Sherman Act. 


PART II 
THE SIGNIFICANCE OF THE CELLER ACT 
A 
Purpose of the Amendment 


Bills to amend sections 7 and 11 of the Clayton Act 
were regularly introduced in Congress from 1945 until 
H.R. 2734 was finally signed into law on December 29, 
1950.° “The purpose of the proposed bill, H.R. 2734,” 


69 Swift and Co. v. FTC, 8 F.2d 595, 599 (7th Cir. 1925), rev'd on other 
grounds, 272 U.S. 554 (1926). 

7° The following bills were introduced in the House of Representatives: 
H.R. 4519, 79th Cong., Ist Sess. (1945); H.R. 4810, 79th Cong., 2d Sess. 
(1946); H.R. 5535, 79th Cong., 2d Sess. (1946); H.R. 515 and H.R. 3736, 
80th Cong., Ist Sess. (1947); H.R. 988, 8lst Cong., Ist Sess. (1949); H.R. 
1240, 81st Cong., Ist Sess. (1949); H.R. 2006, 8lst Cong., Ist Sess. (1949) ; 
H.R. 2734, 81st Cong., Ist Sess. (1949). Companion bills were generally intro- 
duced in the Senate at the same time. Twice, in both the 79th and 80th Con- 
gresses, the House bill was approved by the House Judiciary Committee, and 
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announced the Senate Judiciary Committee, “is to limit 
future increases in the level of economic concentration 
resulting from corporate mergers and acquisitions.” ™ 

As amended, section 7 applies to both indirect and di- 
rect acquisition of assets. The former, falling within the 
“loophole” category, are those in which stock is acquired 
first and the control so gained is used to effect a transfer 
of the assets; the latter are those in which the assets are 
acquired in the first instance, without the stock being 
touched at all. Any reversal of the unfavorable Supreme 
Court decisions could only affect the indirect acquisitions, 
for at no time did the Commission have jurisdiction over 
a direct acquisition of assets under section 7.” The Celler 
Act not only attempts to eliminate the weaknesses which 
rendered the original ban ineffective, but it also extends 
the proscription by making it applicable to outright 
mergers. 

As a counter-measure to prevent the application of 
section 7 to direct acquisitions, Representatives Walter 
and Reed proposed an amendment to section 11 which 
would give the Commission power to require divestiture 
of assets acquired through illegally-held stock.” Attack- 
ing such proposals, the proponents of H.R. 2734 pointed 
out that 

. asset acquisitions are more important than stock acquisi- 


tions, constituting nearly 60 percent of all industrial acquisitions. 
Moreover, with any reversal of the old decisions, this proportion 


twice it failed to emerge from the House Rules Committee. Finally, to avoid 
the rule hazard, Representative Celler brought H.R. 2734 to the House floor 
under a motion to suspend the rules and limit debate. The bill was passed by 
more than the two-thirds necessary to suspend the rules—223 voting in its 
favor, 92 opposed, and 117 not voting. With only minor changes, the bill 
passed in the Senate 55-22, 19 not voting. 

71 Sen. Rep. No. 1775, 81st Cong., 2d Sess., 3 (1950). 

72 During its first year of operations, the Federal Trade Commission had 
occasion to consider the right of a manufacturer engaged in interstate com- 
merce to buy out a competitor. It held that “the mere purchase of the property 
of such competitor other than capital stock is not prohibited by the Clayton 
act or the Federal Trade Commission act.” Conference Rulings of the Federal 
Trade Commission, No. 8, 1 F.T.C. 541, 542 (1915). For a discussion of this 
point, see United States v. Celanese Corporation of America, 91 F. Supp. 14, 16 
(S.D. N.Y. 1950); H.R. Rep. No. 1191, 81st Cong., Ist Sess., 4-5 (1949). 

73H. R. Rep. No. 596, 80th Cong., Ist Sess., 18 (1947). 
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would undoubtedly rise to 90 percent or thereabouts. . . . Only 
in a relatively small number of cases, amounting to less than 10 
percent of the total, is it absolutely essential, because of the size 
and complexity of the merger, to buy up the stock before the 
assets are acquired.”* 


The failure to include the word “assets” in section 7 from 
its inception, added Senator O’Conor, had weakened the 
entire antitrust structure, for 


. . once a merger is accomplished, activities which were for- 
merly carried on through irregular agreement between them can 
be carried on by the single company through managerial deci- 
sions. Paradoxical as it may seem, the weaker, less effective 
cooperative methods of eliminating competition are definitely 
prohibited both by section 1 of the Sherman Act and section 
5 of the Federal Trade Commission Act; but the permanent 
and more effective method of consolidation under a single man- 
agement is permissible... . . Moreover, the more effective is the 
enforcement of the law against collusion among competitors, the 
greater is the incentive to achieve the same ends through pur- 
chase, consolidation, and merger." 


B 
Issues Developed in Congressional Hearings and Debates 


The principal arguments which the bill inspired may 
be condensed into the following questions: 


1. Are mergers a significant cause of the present level of eco- 
nomic concentration ? 
2. Is the Sherman Act inadequate to protect the public from 
mergers which substantially lessen competition ? 
3. Would the proposed amendment benefit, and not injure, small 
business ? 
1 


The Significance of Mergers 


Numerous studies were presented to Congress by the 
proponents of H.R. 2734 to support the following con- 
clusions: 

a. That a high degree of economic concentration ex- 


74 REPORT OF THE FEDERAL TRADE COMMISSION ON MERGER MovEMENT 6 
(1948). This report played a prominent role in gaining passage of the amend- 
ment. 

7596 Conc. Rec. 16505 (1950). Addyston Pipe and Steel Co. v. United 
States, 175 U.S. 211 (1899), was regarded as a classic example. After the 
Supreme Court had held illegal a conspiracy among six companies to enhance 
prices by eliminating competitive bidding in the sale of cast iron pipe, the 
defendant companies merged into what is now the largest manufacturer and 
distributor of cast iron pressure pipe in the country. 
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isted. As of 1946, it was emphasized, one-tenth of | per- 
cent of the total number of American corporations owned 
49 percent of the total assets; 2 percent owned 78 percent; 
and 12 percent owned 92 percent of the total. At the 
other end of the scale, 45 percent of the number of cor- 
porations, the small firms, owned less than | percent of 
the assets."* Moreover, more than 50 percent of the net 
capital assets in 15 important industries were owned by 
the three largest companies in that field.” 

b. That the concentration was on the increase. Certain 
dated statistics substantiated this view,"* but more recent 
data indicated that the trend has stopped.” 


76 Testimony of Willford I. King, economics professor emeritus of New York 
University, and chairman of the committee for constitutional government, Hear- 
ings before a Subcommittee of the Senate Committee on the Judiciary on 
H.R. 2734, 81st Cong., Ist and 2d Sess. 230 (1949-50). 


77 Percent of net capital assets owned by the three largest companies in the 
industry. 


Industry : 
Aluminum 
Tin cans and other tinware 
Linoleum 
Copper smelting and refining 
Cigarettes 
Distilled liquors 
Plumbing equipment and supplies 
Rubber tires and tubes 
Office and store machines and devices 
Motor vehicles 
Biscuits, crackers, and pretzels 
Agricultural machinery 
Meat products 
Glass 
Dairy products 


REPORT OF THE FEDERAL TRADE COMMISSION ON THE CONCENTRATION OF Pro- 
puctTIvE Faciiities 21 (1947). 

78 In 1909 the 200 largest financial organizations in the country owned one- 
third of the assets of all nonfinancial corporations, by 1929 they controlled 48 
percent, and their control had risen to 55 percent in the middle thirties. 
NaTIONAL Resources COMMITTEE, THE STRUCTURE OF THE AMERICAN Econ- 
omy 107 (1939). 

79 Statistics of Dr. King showed that between 1929 and 1948 the assets of the 
25 largest corporations grew only slightly more than did the assets of all manu- 
facturing corporations. He concluded “That when all corporations in the 
United States are taken into account no tendency toward a consistent increase 
in concentration of assets is found to exist. . . .” Hearings, supra note 76 at 
235. After reviewing presently-available statistics, Professor Adelman con- 
cludes that concentration may be declining. Improved statistics, he points out, 
are required for a really adequate appraisal. Adelman, The Measurement of 
Industrial Concentration, 33 Rev. or Econ. AND Statistics 269 (1951). He 
relied to some extent on a late study by G. Warren Nutter, discussed in his book. 
Nutter, THE EXTENT oF ENTERPRISE MONOPOLY IN THE Unitep States (1951). 
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c. That mergers were a significant factor in accounting 
for the present level of concentration. Attention was 
called to the high degree of correlation existing between 
merger booms and increases of concentration.” A sharp 
clash arose over the interpretation of the post-World War 
II movement. After studying the acquisition which 
eliminated more than 2,450 firms in the 1940-47 period, 
the Federal Trade Commission concluded that mergers 
“played an extraordinarily important role” in the rise 
of concentration.” An opposite conclusion was reached 
by Doctors Lintner and Butters, who found that “merg- 
ers have been responsible for such a small percentage of 
the total growth of large firms since 1940 that their ef- 
fect on over-all levels of industrial concentration has been 
very small.” Their judgment was in turn challenged 
by Senator Douglas who, by changing the basis of a ratio 
in the same figures, demonstrated a somewhat different 
picture.” However, all groups agreed the figures re- 
vealed that smaller enterprises were being swallowed up 
by the larger concerns. 

d. That mergers accounted for an important share of 
the growth in at least one carefully-studied industry. The 
Commission made the following estimates of long term 
growth attributable to mergerism in the steel industry: 
Bethlehem, one-third; Republic, two-thirds; Jones and 
Laughlin, one-sixth; Youngstown Sheet and Tube, one- 
quarter; American Rolling Mills, one-fifth; Inland, one- 
tenth; Colorado Fuel and Iron, two-fifths; and United 


80 This correlation was first drawn by the Commission in FTC Report, 
supra note 74 at 23-28. 


81 Id. at 28. 


82 Effect of Mergers on Industrial Concentrations, 1940-47, 32 Rev. or Econ. 
AND Statistics 30 (1950). The article points out that the Commission analyzed 
primarily data on the numbers of mergers, whereas Messrs. Lintner and Butters 
took account of the size of the merged companies. Jd. at 31. 


83 96 Conc. Rec. 16457 (1950). The controversy continued to rage after the 
passage of the Celler Act. The Lintner-Butters Analysis of the Effect of 
Mergers on Industrial Concentration, 1940-1947, 33 Rev. or Econ. AND STATIS- 
tics 63-75 (1951). 

For an understanding of the tax consequences of mergers, see BUTTERS, 
LINTNER, AND Cary, Errects oF TAXATION: CoRPORATE MERGERS (1951). 
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States Steel (which has made relatively few acquisitions 
following its original great consolidation) one-quarter.” 


e. That traditionally “small business” industries have 


been greatly affected by the present merger movement. 
Noted the Commission: 


Intensive merger activity can hardly be expected to take place 
in those industries which have already become so highly concen- 
trated that there remain only a relatively few small competitors 
still available for purchase. . . . Even in such former strong- 
holds of small business as the food and textile industries, the 
opportunities for future mergers have declined sharply as a 
result of the numerous acquisitions which have taken place 
therein the last three years.** 


2. 
Adequacy of the Sherman Act 


Charging that the Sherman Act was insufficient, Rep- 
resentative Yates stated: 


. a monopoly may not be the result of a single merger. It 
may grow by accretion, eliminating one competitor after another 
and increasing its power each time it acquires a competitor’s 
assets. Under section 2 of the Sherman Act we cannot inter- 
vene in such a process until the monopoly has been attained or 
until the purpose to monopolize has become clear. But by this 
time the acquired competitors are out of business; their prop- 
erties have been fitted into the operations of the acquiring com- 
pany; their technology has been blended with that of the acquir- 
ing company. The acquiring company has attained a financial 
strength which enables it to fight an antitrust suit with the 
courts and before public opinion with many times the men and 
money the Government can use in trying to dissolve the monop- 
oly. The protection that surrounds property rights has become 
attached to the monopoly property. The presumption against 
breaking up a going concern has come to the monopoly’s defense. 
For such reasons this country does not have a record of successes 
in dissolving monopolistic corporations by Sherman Act pro- 
ceedings. A few have been dissolved while many more have 
been born. If we rely on the Sherman Act alone, we shall win 
some battles, but we shall lose the war.*® 


84 FTC Report, supra note 74, at 25. 


85 Jd. at 21-22. These facts have led some scholars to conclude that the 
amendment to §7 has been long overdue. Munp, GovERNMENT AND BusINESS 
337 (1950) ; Epwarps, MAINTAINING CoMPETITION 142-44 (1949). 


8695 Conc. Rec. 11493 (1949). 
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Added Senator O’Conor, “even if a merger controlled 
two-thirds of the domestic market for its product it 
would, in the words of the Alcoa decision, be doubtful 
whether it would have achieved a monopoly of the type 
condemned under section 2 of the Sherman Act.” ” 
Arguing to the contrary, Senator Donnell pointed out 
that the Sherman Act empowered the Attorney General 
to apply to the court for an injunction ab initio in respect 
to any economic concentration, existing or incipient.” 
The Senator quoted language from the American Tobac- 
co,” Columbia Steel,” and Shotkin v. General Electric 
Co.” cases to support the proposition that the Sherman 
Act would apply to a merger which substantially lessened 
competition.” Senator Kefauver, on the other hand, re- 
garded the Columbia Steel decision as an illustration of 
the need for the amendment. “I believe,” he asserted, 
“that if section 7 of the Clayton Act had been amended 
as the pending bill proposes, the acquisition which was 


made by the United States Steel Corp. in that case would 
not have been permitted.” ” 


3. 
Effect on Small Business 


Supporters of the amendment predicted that it would 
not disturb small business. ‘The small corporations,” the 
House Judiciary Committee reported, “have not had to 


8796 Conc. Rec. 16505 (1950). The Senator was referring to Judge Hand’s 
statement that a control of over 90 percent of an industry is “enough to con- 
stitute a monopoly; it is doubtful whether sixty or sixty-four percent would 
be enough; and certainly thirty-three percent is not.” United States v. 
Aluminum Co. of America, 148 F.2d 416, 424 (2d Cir. 1945). 

88 Sen. Rep. No. 1775, supra note 71, at 16. 

89 American Tobacco Co. v. United States, 328 U.S. 781 (1946). 

90 United States v. Columbia Steel Co., 332 U.S. 218 (1946). 

91171 F.2d 236 (10th Cir. 1948). 

92 Sen. Rep. No. 1775, supra note 71 at 14-16; see also 96 Conc. Rec. 16438- 
39, 16498-99 (1950). 

9396 Conc. Rec. 16502 (1950). To support its argument, the Committee 
unfortunately chose to quote language (found at page 670 supra) from the Jnter- 
national Shoe case which is a pure restatement of the rule of reason. Id. at 7-8. 
Considered in its entirety, however, the report clearly rejects the Sherman Act 
standard as a measure of legality under the Celler Act. 
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avoid the present language of section 7 by selling their 
assets in place of their stock, when they wanted to dis- 
pose of their business.” ** It was emphasized that the 
great majority of small business representatives approved 
of the proposals to amend section 7 and section 11 and 
that the objections were fostered by big business.” The 
following testimony given by a business representative 
reveals a lack of unanimity: 


The proponents of the bill in their anxiety to frustrate the 
alleged monopolistic tendencies of a few giant corporations would 
freeze at their present size all corporate enterprise. The bald 
language of the bill prevents mergers and acquisitions between 
small- and medium-size corporations, destroys the hope of these 
corporations ever to expand so as to meet the very competition 
of the big fellows about which the bill’s supporters complain.” 


Small business would suffer, asserted Senator Don- 
nell,” because the use of phrases like “may be,” “section 


of the country,” “in any line of commerce,” and “substan- 


tial evidence” in the Celler Act would cause uncertainty 
as to the legality of any merger. Continued the Senator, 


Small business enterprises would feel the heaviest harmful ef- 
fects of such uncertainty. If those interested in small- or me- 
dium-sized business, because of bad business conditions, death, 
age, or ill health of the owners, internal difficulties or tax prob- 
lems, decide that its assets, including its good will, be sold, its best 
market, perhaps its only one, is among other enterprises in the 
same line of business, perhaps competitors. Obviously if one 
buys a competitor, competition shall be lessened. In view of the 
foregoing, it would appear that there would be grave uncertainty 
of the legality of selling the assets of even a very small business 


94H.R. Rep. No. 1191, 81st Cong., Ist Sess., 7 (1949). For a similar 
opinion, see Celler, The New Antimerger Statute: The Current Outlook, 37 
A.B.A.J. 897, 900 (1951). 


%5 Statement of Representative Patman, Hearings, supra note 76, at 126. 


96 Statement of Mrs. Katherine Parsons of the Pennsylvania Manufacturers’ 
Association, Id, at 95; see also statement of Mr. James L. Donnelly, executive 
vice-president of the Illinois Manufacturers Association, Jd. at 295; statement 
of Mr. Gilbert H. Montague, New York attorney, Jd. at 171; memorandum 
of the Commerce and Industry Association of New York, Inc., Id, at 55. 


97 Sen. Rep. No. 1775, supra note 71, at 19-21. Mr. Montague recently ex- 
pressed a hope that the Commission will soon gain an interpretation of §7 
which will avoid a freezing of the present corporate units. Montague, The 
Celler Anti-Merger Act: An Administrative Problem in an Economic Crisis, 
37 A.B.A.J. 253 (1951). For a reply by Representative Celler, see Celler, 
The New Antimerger Statute: The Current Outlook, 37 A.B.A.J. 897 (1951). 
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to a competitor, engaged in commerce (as so defined) in the 
same section of the country.®* 


The possible need for mergers in the war emergency 
period provoked Senators Wiley and Brewster to object 
that the bill should not be considered at that time.” Re- 
plied Senator Kefauver: 


These two Senators suggested that some mergers may be de- 
sirable during the industrial mobilization period and that this 
bill might stand in the way. Their point is, as I understand it, 
that some concerns that would otherwise be squeezed out may, 
by merging with other firms, be in a better position to get war 
business and the scarce materials necessary for the war business. 
Our history plainly shows that every war period this country 
has ever been through has resulted in a great increase in con- 
centration of industry . . . 

One of the reasons why increased concentration of industry 
has always come about in such periods is that war, and the 
preparation for war, inadvertently creates shortages of many of 
the basic industrial materials. Most of our basic industrial 
materials—steel, aluminum, copper, and a host of others outside 
of agriculture—are controlled by highly concentrated industries. 
A relatively few giants are able to determine which buyer shall 
have essential materials and how much. Consequently, these 
large corporations are in a strategic and, I might add, a very 
tempting position to starve out buyers for the purpose of taking 
them over. . . . the industrial mobilization program makes the 
bill even more necessary than it would be if there were no indus- 
trial mobilization and no shortages of basic industrial materials.’ 


Should an exception to the antitrust laws prove necessary, 
observed the Senator, the President could suspend such 
laws in a particular case where the war effort was being 
impeded, by virtue of a recent act.” 

An examination of the language in the Celler Act is 


advisable before attempting to define its effect on small 
business. 


98 Sen. Rep. No. 1775, supra note 71, at 21-22. 


9 Senator Wiley, 96 Conc. Rec. 16447 (1950); Senator Brewster, Jd. at 
16445-46, 16496. 

100 Jd. at 16502. The Senator cited the steel drum industry as an example 
of pressures exerted during war periods. Jd. at 16502-03. 

101 Jd. at 16450. The statute referred to is 64 Stat. 818 (1950), 50 U.S.C. 
App. §2158 (Supp. IV 1951). By Exec. Order No. 10200, 3 Cope Fep. Recs. 
61 (Supp. 1951), the President delegated his powers regarding exemptions to 


the Defense Production Administrator, 1 CCH Trape Rec. Rep. J 813.10 (9th 
ed. 1948). 
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C 
The Meaning of Certain Language in the Celler Act 


As amended, the important parts of section 7 read as 
follows (deletions are enclosed in parentheses and addi- 
tions are shown in italics) : 


That no corporation engaged in commerce shall acquire, directly 
or indirectly, the whole or any part of the stock or other share 
capital and no corporation subject to the jurisdiction of the 
Federal Trade Commission shall acquire the whole or any part 
of the assets of another corporation engaged also in commerce, 
where in any line of commerce in any section of the country, 
the effect of such acquisition may be (to) substantially to lessen 
competition, (between the corporation whose stock is so acquired 
and the corporation making the acquisition or to restrain such 
commerce in any section or community) or to tend to create 
a monopoly (of any line of commerce). 

No corporation shall acquire, directly or indirectly, the whole 
or any part of the stock or other share capital and no corporation 
subject to the jurisdiction of the Federal Trade Commission shall 
acquire the whole or any part of the assets of one (two) or 
more corporations engaged in commerce, where in any line of 
commerce in any section of the country, the effect of such acqui- 
sition, of such stocks or assets, or of the use of such stock by 
voting or granting of proxies or otherwise may be (to) sub- 
stantially to lessen competition (between such corporations, or 
any of them, whose stock or other share capital is so acquired, 
or to restrain such commerce in any section or community) 
or to tend to create a monopoly (of any line of commerce) .?% 


1, 
“no corporation subject to the jurisdiction of the Federal 
Trade Commission” 

The prohibition on stock acquisitions applies generally 
to corporations “engaged in commerce,” whereas the lim- 
itation on asset acquisitions applies only to those corpora- 
tions which are “subject to the jurisdiction of the Federal 
Trade Commission.” Certain corporations, such as rail- 
roads, are subject to the jurisdiction of agencies other 
than the Federal Trade Commission. Considering this 
in conjunction with section 11, which gives certain agen- 
cies the authority to enforce compliance with the Clayton 


102 Supra note 1. 
3 
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Act where the Act applies to bodies under their domin- 
ion, it appears that corporations not subject to the juris- 
diction of the Federal Trade Commission may freely ac- 
quire assets, except as they may be regulated by other 
agencies. 

A blanket exception to both stock and asset acqui- 
sition is recognized in the Celler Act for “transactions 
consummated pursuant to the authority” of certain named 
agencies. It should again be noted that some corporations 
may not fall within the asset restriction of section 7, re- 
gardless of whether another agency has approved the 
acquisition or not. 


2. 


“the whole or any part of the assets” 


The term “assets” is nowhere defined in H.R. 2734. 
The Temporary National Economic Committee in 1941 
had recommended a prohibition on the acquisition of 
assets and property of \competing corporations over a 
certain size, unless the Commission found the acquisition 
would benefit the public interest, adding: ‘““The authority 
given would, of course, relate to capital assets of com- 
petitors and not to inventory or stock in trade.” ** H.R. 
1240, an earlier bill to amend section 7 and section 11, 
had contained a similar prior-approval clause to be appli- 
cable only when the value of the acquired stock or “assets 
other than inventories” exceeded the minimum figure.” 
After considering four billK—H.R. 1240, H.R. 2734, 
H.R. 2006, and H.R. 988—the House Judiciary Com- 
mittee reported out H.R. 2734 without a comment on the 
term “assets.” The failure to exclude inventories from 





108 FINAL REPORT AND RECOMMENDATIONS OF THE TEMPORARY NATIONAL 
Economic CoMMITTEE, 77th Cong., Ist Sess., ser. 10564, 38 (1941). 


104 Hearings before a Subcommittee of the House Committee on the Judiciary 
on H.R. 1240, H.R. 988, H.R. 2006, and H.R. 2734, 81st Cong., Ist Sess. 4 
(1949). 
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the meaning of “assets” may be construed as a deliberate 
act of inclusion on the part of Congress, consistent with 
its general tenor in passing the bill.*” 

The means through which the assets were acquired, 
asserted the House Judiciary Committee, would be im- 
material. It stated that the Celler Act “covers not only 
purchase of assets but also any other method of acquisi- 
tion, such as, for example, lease of assets. It forbids not 
only direct acquisitions but also indirect acquisitions, 
whether through a subsidiary or affiliate or otherwise.” ** 


3. 


“in any line of commerce” 


In the Van Camp decision the Supreme Court held that 
section 2 of the Clayton Act was not limited to cover only 
that line of commerce in which the defendant was en- 
gaged.’ The principle is extended to section 7 by the 
Celler Act, according to the House Judiciary Committee, 


which gave the following illustration: 


If, for example, one or a number of raw-material producers 
purchases firms in a fabricating field (i.e., a “forward vertical” 
acquisition), and if as a result thereof competition in that fabri- 
cating field is substantially lessened in any section of the country, 
the law would be violated, even though there did not exist any 
competition between the acquiring (raw material) and the ac- 
quired (fabricating) firms. The same principles would, of course, 
apply to backward vertical and conglomerate acquisitions and 
mergers.*°* 





105 This conclusion is reinforced by the fact that the Senate Judiciary Com- 
mittee refused to heed a request made by letter from a lobbying group that 
inventories or stock in trade be excluded from the term “assets.” SEN. Rep. 
No. 1775, supra note 71, at 313-315. 


106 H.R. Rep. No. 1191, supra note 94, at 7-8. 


107 Supra note 51. The principle of this case is followed in Interborough 
News Co. v. Curtis Publishing Co., 10 F.R.D. 330 (S.D. N.Y. 1950). 


108 H.R. Rep. No. 1191, supra note 94, at 11. “Horizontal acquisitions are 
those in which the firms involved are engaged in roughly similar lines of en- 
deavor; vertical acquisitions are those in which the purchase represents a 
movement either backward from or forward toward the ultimate consumer; 
and conglomerate acquisitions are those in which there is no discernible rela- 
tionship in the nature of business between the acquiring and the acquired 
firms.” Ibid. 
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The Senate Judiciary Committee agreed that the reloca- 
tion of the phrase, “in any line of commerce,” had broad- 
ened the prohibition: 

As the bill originally stood, the phrase applied only to the 
tendency to create a monopoly. It is intended that the acquisi- 
tions which substantially lessen competition, as well as those 
which tend to create a monopoly, will be unlawful if they have 
the specified effect in any line of commerce, whether or not that 


line of commerce is a large part of the business of any of the 
corporations involved in the acquisition.’ 


Manifestly, Congress intended to have the new section 7 
cover vertical and conglomerate, as well as horizontal, 
mergers. 

In a very recent case the new section 7 was applied to 
strike down a form of vertical integration. Where the 
only manufacturer of an automatic shut-off heat retained 
gas range, Globe American Corporation, acted pursuant 
to an agreement that a certain distributor, Maytag Com- 
pany, should purchase 40 percent of Globe’s stock in con- 
sideration of which Globe would grant to Maytag the 
exclusive right to distribute such ranges, the court held 
that the effect of the stock acquisition “tended to, and 
did, create a monopoly” in the distribution of such 
ranges.””° 


4. 
“in any section of the country” 


In an attempt to frame a realistic and effective bill, 
Congress deleted certain language which the courts had 
refused to enforce. Principal among the deletions was the 
dropping of the original test for the substantially-lessen 


109 Sen. Rep. No. 1775, supra note 71, at 5. 


110 Fargo Glass and Paint Co. v. Globe American Corp., Court Decisions 
CCH Trave Rec. Rep. (9th ed.) {62,945 (N.D. Ill. 1951). The agreement 
also required Maytag not to purchase other ranges unless they could be pur- 
chased at a price 25 percent lower than Globe’s ranges. The exclusive distrib- 
utorship forced termination of Globe’s dealings with 65 distributors and 45 
key dealers. The plaintiff, a distributor whose contract had been cancelled, 
recovered treble damages for the loss of profits made by Maytag in the 
area it served on the grounds that the actions and agreement violated §§1 
and 2 of the Sherman Act, and §§ 3 and 7 of the Clayton Act. 
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phrase, which was explained by the Senate Judiciary 
Committee thusly: 


The first versions of the bill to amend section 7 were S. 615, 
introduced on February 26, 1945, and its companion measure, 
H.R. 4519, introduced on February 26, 1945. These bills simply 
extended the present wording of the Clayton Act to cover acqui- 
sitions of assets. The test of competition between the acquiring 
and acquired firms was left in the bill and made applicable to 
assets, as well as to stock. However, in the course of hearings 
on this bill in the House Judiciary Committee, this wording was 
objected to on the grounds that it might be so construed as to 
prevent all acquisitions between competitors. Accordingly, sub- 
sequent versions of the bill, including the present H.R. 2734, 
deleted any reference to the effect on competition between the 
acquiring and acquired firms.** 


A compromise step, reported the Committee, was the 
deletion of the word “community.” 


As the bill originally stood, it was to be violated, if, among other 
things, competition was substantially lessened “* * * in any 
community * * *” of the country. The use of the word raised 
a storm of controversy, centering around the possibility that the 
act, so worded, might go so far as to prevent any local enterprise 
in a small town from buying up another local enterprise in the 
same town. As a consequence, the word “community” was 
dropped from the subsequent versions of the bill.*?? 


So section 7 was not meant to cover local enterprises in 
small towns—but what constitutes a “section of the coun- 
try”? Sponsors of the bill agreed that “trade area” would 


113 


be an acceptable synonym,*” yet they were not in harmony 
on its application to a specific example. When consider- 
ing a hypothetical merger of two companies located with- 
in New York City, they expressed the following views: 

a. The city would constitute a “section” for certain 
goods and not for others, depending on the nature of the 
goods." 


111 Sen. Rep. No. 1175, supra note 71, at 4. 

112 [bid. See also Senator Kefauver’s remarks, Hearings before Subcommittee 
No. 2 of the Committee on the Judiciary on H.R. 515, 80th Cong., Ist Sess., 
og — remarks of Mr. Blair, FTC economist, Hearings, supra note 

, at 41. 

113 Hearings, supra note 76, at 36, 71, 73, 132. 

114 Chief Counsel Kelley of the FTC, Id. at 43. 
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b. The city would constitute a “section” for some heavy 
durable goods, yet a portion of the city could qualify as 
a “section” for perishables.*”° 


c. By narrowly defining “community” to mean a city 
the effect of deleting the word could be construed as a 
requirement that an area be larger than just one city to 


constitute a “section,” even where New York City was 
involved.” 


The Senate Judiciary Committee subsequently offered 


the following standard to guide the Commission and the 
courts: 


What constitutes a section will vary with the nature of the 
product. Owing to the differences in the size and character of 
markets, it would be meaningless, from an economic point of 
view, to attempt to apply for all products a uniform definition 
of section, whether such a definition were based upon miles, 
population, income, or any other unit of measurement. A section 
which would be economically significant for a heavy, durable 
product, such as large machine tools, might well be meaningless 
for a light product, such as milk. 

As the Supreme Court stated in Standard Oil Co. v. U. S. 
(337 U.S. 293), “Since it is the preservation of competition 
which is at stake, the significant proportion, of coverage is that 
within the area of effective competition.” 

In determining the area of effective competition for a given 
product, it will be necessary to decide what comprises an appre- 
ciable segment of the market. An appreciable segment of the 
market may not only be a segment which covers an appreciable 
segment of the trade, but it may also be a segment which is 
largely segregated from, independent of, or not affected by the 
trade in that product in other parts of the country. 

It should be noted that although the section of the country in 
which there may be a lessening of competition will normally be 
one in which the acquired company or the acquiring company 
may do business, the bill is broad enough to cope with a sub- 
stantial lessening of competition in any other section of the 
country as well.**” 


By this pronouncement, a “section of the country” would 
be an “appreciable segment” of the market. 


115 Representative Patman, Jd. at 132. 
116 Mr. Blair, Jd. at 41. 
117 Sen. Rep. No. 1775, supra note 71, at 5-6. 
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5. 


“may be” 


Under recent Supreme Court interpretations, the 
phrase “may be” signifies either a “reasonable probabil- 
ity” or a “reasonable possibility.” “* A dispute arose in 
Congress as to whether the use of the latter term in the 
Morton Salt case was dictum or not,'”’ so the Senate Judi- 
ciary Committee sought to crystallize the meaning of the 
phrase by its report. Declared the Committee: 

The use of the words means that the bill, if enacted, would not 
apply to the mere possibility but only to the reasonable prob- 


ability of the prescribed effect, as determined by the Commission 
in accord with the Administrative Procedure Act.'*° 


Whether this statement will prove controlling, as Senator 
Kefauver predicted, can be answered only by the courts. 


6. 


“substantially to lessen competition” 


Is the new section 7 to be tested by the Sherman Act 
criterion or by the rule of the Standard Oil of California 
decision? Proponents of the bill made it abundantly 
clear that the standard of the Celler Act should be more 
inclusive than the Sherman Act measure. ‘The purpose 
of H.R. 2734,” avowed the Senate Judiciary Committee, 
‘was to make this legislation extend to acquisitions which 
are not forbidden by the Sherman Act.” *” The House 
Judiciary was not oblivious of the Standard Oil of Cali- 
fornia case when it stated : 

Under H.R. 2734 a merger or acquisition will be unlawful if it 


may have the effect of either (a) substantially lessening compe- 
tition or (b) tending to create a monopoly. These two tests of 


118 Sen. Rep. No. 1775, supra note 71, at 6. 


119 Considering it as dictum were Mr. Kelley, Hearings, supra note 76, at 33, 
Senator Kefauver, Jd. at 313, and Associate General Counsel of the FTC 
Wooden, Jd. at 158. Mr. Montague disagreed, Id. at 162-67. 


120 Sen. Rep. No. 1775, supra note 71, at 6. 
12196 Conc. Rec. 16502 (1950). 
122 Sen. Rep. No. 1775, supra note 71, at 4. 
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illegality are intended to be similar to those which the courts 
have applied in interpreting the same language as used in other 
sections of the Clayton Act.!?8 
Because Standard Oil of California is the latest Supreme 
Court pronouncement on a similar qualifying phrase, and 
because Congress has rejected the Sherman Act test in 
unmistakable language, it is quite probable that section 7 
will be interpreted under the rule of that case.’ 


7. 
“substantially . . . to tend to create a monopoly” 


Originally, the word “substantially” in section 7 modi- 
fied “lessen” only and did not apply to the restraint or 
monopoly phrases. Since the Celler Act reversed the 
order of the words, “to substantially,” “substantially” now 
modifies both 

a. to lessen competition or 

b. to tend to create a monopoly, 

The question arises, does the switch which makes section 
7 read “substantially . . . to tend to create a monopoly” 
place a greater burden on the Commission than is re- 
quired under section 3 of the Clayton Act? It is highly 
improbable that the framers of the amendment intended 
to change the substantive law when they made the change; 
quite likely they were only seeking to conform to good 
grammar. All evidence of Congressional intent indicates 
a desire to make section 7 more inclusive in scope. More- 
over, as Congress has emphasized the motives behind sig- 
nificant alterations in the section, yet never mentioned 

123 H.R. Rep. No. 1191, supra note 94, at 8. 

124 Several students of the antitrust laws share this view. Adelman, Jnte- 
gration and the Outlook for the Future, and Rostow, Problems of Size and 
Integration, Addresses before the New York State Bar Association, Section on 
Antitrust Laws, January 24, 1951, CCH Symposium: Bustness Practices 
Unoer Feperat Antitrust Laws (1951). See also Smith, Effective Compe- 
tition: Hypothesis for Modernizing the Antitrust Laws, 26 N. Y. U. L. Rev. 
405, 428 (1951). The test of Standard Oil of California has been employed in 
late §3 cases. United States v. Richfield Oil Corp., 99 F. Supp. 280 (S.D. Cal. 
1951); Kay Petroleum Corp. v. Purgrossi, Court Decisions CCH Trapve 
Rec. Rep. 762,800 (D.Conn. 1951). Approval of the “substantial market” 
test was recently registered in a Sherman Act proceeding. American Federa- 


tion of Tobacco Growers, Inc. v. Neal, 183 F.2d 869 (4th Cir. 1950); cf. 
United States v. National City Lines, Inc., 186 F.2d 562 (7th Cir. 1951). 
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this change, it is reasonable to draw the negative implica- 
tion that it is not meaningful. 

The “tend to create a monopoly” phrase will probably 
be joined with the “substantially to lessen competition” 
phrase in its application and not receive separate consid- 
eration, as was true in the past. 


8. 


“one or more corporations” 


Paragraph 2 of section 7 was, and is, aimed at holding 
companies. The ban had extended to stock holdings “of 
two or more” competing corporations; the Celler Act 
expands it to cover the case where the stock or assets of 
only “one” corporation engaged in interstate commerce 
are acquired. By embracing the case where a holding 
company is formed to hold the stock of only one corpora- 
tion, Congress cut off a potential “loophole.” 


9. 
“The Attorney General shall have the right to intervene and 
appear in the said proceeding” 

Section 11 of the Clayton Act, which sets up the pro- 
cedure for the enforcement of sections 2, 3, 7, and 8 of 
the Act, has been amended to provide that the Attorney 
General be given notice of a proposed hearing and be 
given the right to appear in the proceeding. The purpose 
of this step, as former Chief of the Antitrust Division 
Bergson indicated,” was to provide for a more unified 
effort in antitrust enforcement. The new procedure 
should make for greater consistency among the enforce- 
ment agencies and for better presentation of the Govern- 
ment’s case. 

10. 


“if supported by substantial evidence” 


Entirely in harmony with the policy of deleting dead 
language is the dropping of the word, “testimony,” from 


125 Hearings, supra note 104, at 29-30. 
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the provision that “The findings of the commission or 
board, if supported by testimony, shall be conclusive.” 
On its face, the substitution of “substantial evidence” 
places a greater burden on the Commission, but, as the 
Senate Judiciary Committee stated : 


The courts have interpreted the language . . . as equivalent 
to a requirement of substantial evidence and the Administrative 
Procedure Act requires that findings as to facts shall be sup- 
ported by reliable, probative, and substantial evidence. The 
intent of the present bill is not to introduce new standards of 
proof, but to reaffirm existing standards.?*° 


The change tends to meet some of the criticism leveled 
at the findings of the Commission. Representative Jen- 
nings well summarized such complaints when he argued 
against granting broader power to 


. . . five men, none of whom are necessarily learned in the law 
and who, under the terms of the Federal Trade Commission Act, 
are made the accusers, the prosecutors, the judges, the jurors 
and the executors of any corporate enterprise that they might 
conclude has bought from or sold to a competing corporation 


engaged in commerce the assets of either the purchaser or the 
seller.??” 


Perhaps due to the above considerations, the courts had 
been reluctant to attach great weight to the Commission’s 
findings; however, there are indications that the Supreme 
Court now reposes greater confidence in the Commis- 


128 


sion. 


126 Sen. Rep. No. 1775, supra note 71, at 6. The “substantial evidence” re- 
quirement has since been applied to the Clayton Act. Minneapolis-Honeywell 
Regulator Co. v. FTC, 191 F.2d 786 (7th Cir. 1951). For a discussion of the 
“substantial evidence” requirement, see Netterville, The Administrative Proce- 
dure Act: A Study in Interpretation, 20 Geo. Wasu. L. Rev. 1, 59-75 (1951). 

12795 Conc. Rec. 11491 (1949). 

128 FTC yv. Cement Institute, 333 U.S. 683 (1948). The Court observed that 
“Congress when it passed the Trade Commission Act felt that courts needed 
the assistance of men trained to combat monopolistic practices in the framing 
of judicial decrees in antitrust litigation. Congress envisioned a commission 
trained in this type of work by experience in carrying out the functions imposed 
upon it. . . . In the present proceeding the Commission has exhibited the 
familiarity with the competitive problems before it which Congress originally 
anticipated the Commission would achieve from its experience.” Jd. at 726-27. 
See also FTC v. Morton Salt Co., 334 U.S. 37, 54 (1948), where the Court 
refers to the Commission as a “body of experts’ whose findings are entitled 
to weight. This opinion is not universal. For a highly critical appraisal of the 
Commission, see Simon, The Case Against the Federal Trade Commission, 
19 U. or Cur. L. Rev. 297 (1952). 
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D 
The Scope of the New Section 7 


In attempting to chart the scope of the Celler Act, the 
mapmaker might best start by determining the areas to 
which the Act does not apply, then examining the re- 
mainder. Section 7 is limited as follows: 


1. It applies only to corporations in interstate commerce. 


“Corporation” is defined in the Federal Trade Com- 
mission Act as any company or association organized for 
profit except a partnership.” There is a possibility that 
organizations could become extensively developed in the 
partnership form and yet merge with a corporation with- 
out falling subject to section 7. Mr. Stedman, Antitrust 
Division spokesman, believed such transactions might be 
illegal if done in bad faith—as a subterfuge.” Manifest- 
ly, section 7 does not apply to individuals, yet, Represen- 
tative Celler indicated, if an individual acted as a mid- 
dleman between two corporations for the transfer of stock 
or assets, the transaction might be adjudged an illegal 
artifice. It was also mentioned that the section does not 
apply to “embryonic corporations,” those in the process 
of incorporation when some existing corporation, seeking 
to cut off potential competition, offers to buy the assets 
at a price too good to resist.** 

These reasons led Department of Justice representa- 
tives to suggest the substitution of the word, “person,” for 
“corporation” whenever the latter word appears with ref- 
erence to asset acquisitions. Under section 1 of the Clay- 
ton Act, “corporations and associations” are included in 
the definition of “person.” Not only would this eliminate 
latent loopholes, declared Mr. Stedman,**” but it would 


129 38 Strat. 719, 730 (1914), 52 Srar. 111 (1938), 15 U.S.C. § 44 (1946). 
130 Mr. Stedman, Hearings, supra note 76, at 141, 148. 

13195 Conc. Rec. 11488 (1949). 

132 Statement of Howard Watson Ambruster, Hearings, supra note 76, at 


“1 


71-72. 
133 Jd. at 148. 
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make the language of section 7 conform to most of the 
other provisions of the antitrust laws. He felt that the 
word, “corporation,” was originally adopted because 
section 7 had previously dealt with stock acquisitions only. 
Should the matter present a problem in the future, it was 
indicated that an amendment might be sought.*™ 

The creation of a new firm to take over the assets of an 
existing corporation transacting interstate business will 
not evade the ban applicable to corporations “engaged in 
commerce.” This was illustrated by the Alcoa case of 
1922 where the Rolling Mills Company was deemed to 
be engaged in commerce at the time of the stock acquisi- 
tion. Evidence of an agreement between Cleveland and 
Alcoa, of delivery of Cleveland’s customer list to Rolling 
Mills, and of the subsequent assumption of the going con- 
cern’s unfilled orders was sufficient to bring the successor 
within the proscription. In its definition of “commerce,” 
section 1 of the Clayton Act includes trade with foreign 


nations. This raises the interesting possibility of apply- 
ing section 7 to a merger involving a foreign corporation. 
Perhaps the future may shed some light over this rela- 


tively unexplored area.** 


2. It is inapplicable to acquisition in satisfaction of a 
bona fide debt. 


. It is inapplicable to acqusitions of failing or bankrupt 
firms. 


. It shall not apply to transactions approved by the 
President pursuant to section 708 of the Defense Pro- 
duction Act.** 


. It applies only where the effect “may be substantially 
to lessen competition or tend to create a monopoly.” 


184 Jd. at 143-48. 


135 Professor Oppenheim engages in some speculation on this point. Oppen- 
heim, Foreign Commerce Under the Sherman oan and Implications of 
the Timken Case, 42 Trape-Mark Rep. 3, 15-17 (1952). 


186 64 Sra. 818 (1950), 50 U.S.C. App. § 2158 (Supp. 1951). 
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The fate of the Celler Act shall depend largely upon 
the construction of the qualifying clause. Assuming a 
merger which falls within the jurisdiction of the Com- 
mission, what factors shall determine its legality? Al- 
though the elements considered in a Sherman Act hearing 
will not be ignored,” if the Standard Oil of California 
test is extended to section 7 a violation may be sustained 
on the proof that a “substantial share of the market” is 
affected.** 

It is conceivable that the courts may deem unlawful the 
removal of a small firm through merger. Large firms 
should take heed of assertions made in Congress predict- 
ing that section 7 would bar the merger of a large firm 
with a small one, though the merger would be legal by 
Sherman Act standards.” If true, such a rule would 


limit somewhat the market for the small-business owner 
who wishes to sell; however, it was expressed that cases 
in which public interest would require such sacrifice on 
the part of the small-business owner would be excep- 


tional.’**° 


The fact that a merger does not lessen competition be- 
tween the acquired and acquiring firms will not defeat 
the Commission, for Congress established its design to 
subject vertical and conglomerate acquisitions to the same 
scrutiny which would follow a horizontal acquisition. 


187 See the factors outlined in the Columbia Steel decision, supra note 39. 


138 When considering the monopolistic effect of cumulative acquisitions, the 
House Judiciary Committee stated some factors which may be subject to inves- 
tigation: “The bill is intended to permit intervention in such a cumulative 
process when the effect of an acquisition may be a significant reduction in the 
vigor of competition, even though this effect may not be so far-reaching as to 
amount to a combination in restraint of trade, create a monopoly, or constitute 
an attempt to monopolize. Such an effect may arise in various ways: such as 
elimination in whole or in material part of the competitive activity of an enter- 
prise which has been a substantial factor in competition, increase in the relative 
size of the enterprise making the acquisition to such a point that its advantage 
over its competitors threatens to be decisive, undue reduction in the number of 
competing enterprises, or establishment of relationships between buyers and 
sellers which deprive their rivals of a fair opportunity to compete.” H.R. Rep. 
No. 1191, supra note 94, at 8 


139 Representative Patman’s comments, Hearings, supra note 76, at 131, 135; 
Representative Yates’ statement, id. at 57 


140 Representative Patman’s remarks, id. at 135-138. 
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However, while the courts have accepted the contention 
that vertical integrations can lead to oppressive exten- 
sions of economic power," they are very likely to require 
the Commission to sustain a much heavier burden of proof 
before finding a conglomerate acquisition unlawful. 


E 
The Policy of Section 7, as Amended 


The avowed purpose of the Celler Act is to “limit fu- 
ture increases in the level of economic concentration re- 
sulting from corporate mergers and acquisitions.” **” The 
extent to which this policy is pursued may well depend 
upon the socio-economic, in addition to the legal, bases 
for such policy. A cursory glance at some of the issues 
involved may prove helpful. 


1. 
Is bigness a social evil? 


Mr. Justice Brandeis forcefully charged that the giant 
corporation represented a social menace in his famous 
Ligget Company v. Lee dissent." When deciding the 
Alcoa case of 1945, Judge Hand gave recognition of this 
view, saying: 


Many people believe that possession of unchallenged economic 
power deadens initiative, discourages thrift and depresses en- 
ergy; that immunity from competition is a narcotic, and rivalry 
is a stimulant, to industrial progress; that the spur of constant 
stress is necessary to counteract an inevitable disposition to let 
well enough alone. Such people believe that competitors, versed 
in the craft as no consumer can be, will be quick to detect oppor- 
tunities for saving and new shifts in production, and be eager 
to profit by them. . . . It is possible, because of its indirect 
social or moral effect, to prefer a system of small producers, 


141 United States v. Paramount Pictures, Inc., 334 U.S. 131 (1948); United 
States v. Yellow Cab Co., 332 U.S. 218 (1947); Fargo Glass and Paint Co. v. 
Globe American Corp., Court Decisions CCH Trape Rec. Rep. (9th ed.) 
1 62,945 (N.D. Ill. 1951). 

142 Sen. Rep. No. 1775, supra note 71, at 3. 

143 288 U.S. 517 (1933). Support for the view that the control of large 
corporations rests primarily in the hands of minority owners or of management 
holding no appreciable amount of stock is found in data of Messrs. BERLE AND 
MEANS, THE MopDERN CoRPORATION AND PRIVATE PROPERTY 32-33 (1932). 
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each dependent for his success upon his own skill and character, 
to one in which the great mass of those engaged must accept the 
direction of a few. These considerations, which we have sug- 
gested only as possible purposes of the Act, we think the deci- 
sions prove to have been in fact its purposes.*** 


Another argument, maintained by Representative Bryson 
on the House floor, is that absentee ownership and control 


of large corporations exerts a detrimental influence on the 
local community.’ 


2. 


Is big business economically justified ? 


The most serious defect of the giant firm, averred Mr. 
Justice Brandeis, is the failure to make advances in proc- 
esses and methods." Powerful support for such opinion 
is found in an exhaustive study of the United States Steel 
Corporation made for the firm by consulting engineers, 
Ford, Bacon and Davis. Their findings, as summed up 
by Dr. George Stocking before a Senate subcommittee, 
indicate that “The corporation was apparently a follower, 
not a leader, in industrial efficiency.” *“’ 

Economists are not in agreement as to the efficiency of 
the big firm—some find it relatively inefficient, some are 
to the contrary, and some hesitate to adopt any position 
because of a lack of accurate, comparable information 
upon which to base conclusions.*** 


144 United States v. Aluminum Company of America, 148 F.2d 416, 427 
(2d Cir. 1945). 


14595 Conc. Rec. 11495 (1949). 
146 THe Curse oF BicNEss 118 (1934). 


147 Hearings, Subcommittee on Study of Monopoly Power, 81st Cong., 2d 
Sess., ser. 14, pt. 4-A, 967 (1950). Dr. Stocking said the corporation was 
“slow in introducing the continuous rolling mill; slow in getting into produc- 
tion of cold-rolled steel products; slow in recognizing the potentials of the wire 
business; slow to adopt the heat-treating process for the production of sheets; 
slow in getting into stainless steel products; slow in producing cold-rolled 
sheets; slow in tin-plate developments; slow in utilizing waste gases; slow in 
utilizing low cost water transportation because of its consideration for the 
railroads; in short, slow to grasp the remarkable business opportunities that 
a dynamic America offered it.” Jbid. 

148 For a quick survey of the views on this question, see Hale, Size and 
Shape: The Individual Enterprise as a Monopoly, U. or Itt. Law Forum 
515, 523-25 (1950). This article contains an excellent discussion on the many 
aspects of the monopoly problem. 
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3. 
Granting that some undesirable concentration exists, 
what should be done about it? 

To reiterate a budding cliche, “economists are not in 
agreement” in their solutions of the problem of concen- 
tration. The neo-classical conceptions had been discard- 
ed to be replaced by the doctrine of monopolistic compe- 
tition, which apparently, is fading away with the advent 
of “workable competition” and its variations. Different 
theories will naturally lead to different conclusions. 
Therefore, it is not surprising to find some economists 
who believe that concentration should be completely 
abolished and the giants “atomized”—others who feel 
that we should accept concentration as inevitable and 
bring it under public ownership—others who think it is 
a necessary element in our dynamic system which works 
to the public benefit in the long run—and still others 
who are convinced that concentration should be confined 
within certain boundaries and future growth checked. 

These are just some of the issues which, consciously or 
otherwise, will be influencing the decisions in forthcom- 
ing Cases. 


F 


Conclusions 


In its rejuvenated form, section 7 is potentially a pow- 
erful tool for antitrust enforcement. However, its force 
will no doubt be limited by (1) the Commission’s pow- 
ers of enforcement, which in turn depend upon the size 
of its appropriation,” and, (2) by judicial interpretation. 
Congress may regret its failure to inject the Celler Act 


149 For a penetrating analysis of the different economic theories, see STOCKING 
AND WATKINS, MONOPOLY AND FREE ENTERPRISE, c. 4 and c. 16 (1951). 

150 In a recent letter to Congress asking for a supplemental appropriation of 
$300,000 to be used in enforcement of the Celler Act, the President said, “the 
purpose of the law will be served only to the extent that the Federal Trade 
Commission can undertake vigorous enforcement. To begin effective enforce- 
ment, the Commission must have more funds. 

“Before that law was enacted, these mergers were taking place at the rate 
of about 200 a year. But in the months since the law was passed, the rate has 
shot up to about 750 a year. In the second quarter of 1951, the merger rate 
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with a clear expression of the intent stated in committee 
reports and Congressional debate. And, even though the 
Standard Oil of California rule may be extended to the 
Celler Act, the limitations on section 7 in particular and 
the antitrust laws in general, insure an irregular applica- 
tion of the law.** Consequently, while the Celler Act 
will unquestionably cause an impact on mergerism, it 
would be imprudent to expect a realization of every goal 
set by the bill’s sponsors. 

The almost constitutional breadth of the language of 
the Sherman Act, and to a lesser extent, of section 7 of 
the Clayton Act, permits a wide area for the discretion of 
the courts. Within this area is room for the operation of 
socio-economic considerations, as well as the purely legal. 
It is submitted that these social and economic questions 
cannot be properly settled through a case-by-case analy- 
sis.°? The function of the judiciary is to translate sound 
doctrine into measures of practical application, and 
sound doctrine concerning monopoly can be developed 
only after an intensive study of its many aspects by ex- 
perts.** The interdependence of the antitrust laws re- 
quires that a national policy on monopoly be established 
and followed by all enforcement agencies if a consistent, 
healthy regulation is to be attained. 
reached the highest level in twenty years.” Letter to the Senate of October 
13, 1951. 

The Second Supplemental Appropriations Bill, 1952, subsequently passed by 
Congress, appropriates only $100,000 to the Federal Trade Commission. Pub. 
Law No. 254, 82d Cong., Ist Sess. (Nov. 1, 1951). From the President’s 
figures on the merger rate, it would appear that Mr. Montague was needlessly 
concerned over a “freeze-order” effect of the statute, which was to halt all 
mergers until a favorable interpretation was rendered. Montague, The Celler 
Anti-Merger Act: An Administrative Problem in an Economic Crisis, 37 
A.B.A.J. 253 (1951). 

151 For a condemnation of the Celler Act as a mere “patch” to the tattered 
garment of antitrust laws, see Comment, 46 ILL. L. R. 444 (1951). The com- 
ment presents an extensive analysis of § 7 and concludes that its inherent defects 
will render it ineffective. Professor Blackwell Smith criticizes the entire anti- 
trust program in Smith, Effective Competition: Hypothesis for Modernizing 
the Antitrust Laws, 26 N. Y. U. L. Rev. 405 (1951). 

152 Dissatisfaction with the present judicial treatment of antitrust cases is 
expressed by Professor Carlston in a recent article. Carlston, Antitrust Policy: 
A Problem in Statecraft, 60 Yate L.J. 1073 (1951). 


153 The recent study of monopoly power by the House Judiciary Committee 
represents a step in this direction. 


4 





EQUAL POLITICAL DEFAMATION FOR ALL: 


SECTION 315 OF THE FEDERAL COMMUNICATIONS ACT 
EDWARD DE GRAZIA * 


A parcel of law more frustrating and fascinating than 
section 315 of the Communications Act is assuredly rare. 
The congressional, judicial and administrative facets to 
the section form a veritable carrousel of confusion and 
contradiction. The fact that political parties and candi- 
dates are standing in line to pay for the privilege of soap- 
box stands in 50,000,000 American homes’ lends the fasci- 
nation to what might otherwise be simple frustration. 

If any licensee shall permit any person who is a legally quali- 
fied candidate for any public office to use a broadcasting station, 
he shall afford equal opportunities to all other such candidates 
for that office in the use of such broadcasting station, and the 
Commission shall make rules and regulations to carry this pro- 
vision into effect: Provided, That such licensee shall have no 
power of censorship over the material broadcast under the pro- 


visions of this section. No obligation is hereby imposed upon 
any licensee to allow the use of its station by any such candidate.” 


I 


Section 315 of the Communications Act of 1934 was an 
exact transplantation of section 18 of the Radio Act of 
1927.° The provisions of the section were inserted to in- 
sure equality of treatment by radio stations of political 
parties and candidates. An appreciation of the “political 
and propaganda” potentialities of radio communication 
inspired Congress to a provision which would preclude 
station-owner partisanship and discrimination in politi- 
cal elections.* 

Congressional endeavor to broaden the section’s 
“equality” provisions to all “public questions” aired was 


* Member of District of Columbia Bar. A.B., J.D., University of Chicago. 


1 42,000,000 radio homes; 15,000,000 television homes. BroapcasTING-TELE- 
CASTING YEARBOOK (1952). 

248 Strat. 1088 (1934), 47 U.S.C. §315 (1946). 

8 44 Star. 1162. 

#See discussion by Representative Davis, H.R. Rep. No. 404, 69th Cong., 
lst Sess. (1926), accompanying H.R. Rep. No. 9108, 69th Cong., Ist Sess. 
(1926). 
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defeated.* The concept that broadcasters were to be 
deemed public utilities or common carriers as to all con- 
tent communicated was suggested and dismissed.*° Propo- 
sals to ban from the air all political defamation’ and to 
relieve broadcasters from liability for political defama- 
tion® were similarly defeated. Section 18 of the Radio 
Act emerged a compromise between the legislative desire 
to regulate the political power of radio communication 
and the legislative fear of encroaching on freedom of 
speech.” The “common carrier” concept line was drawn 
at “legally qualified candidate for any public office.” * 
For such, broadcasters could not discriminate. Even 
here, however, the common carrier mandate was trimmed, 
for broadcasters were relieved of the duty to broadcast, 
in the first instance, any such political fare. 

Five years after the passage of the Radio Act the Ne- 
braska Supreme Court handed down the decision of Sor- 
ensen v. Wood—a decision which was to rule the broad- 


casters and political broadcasts for sixteen years. In 
holding a radio station liable for defamatory remarks 
uttered by a speaker in behalf of a political candidate, 
the court ruled that section 18’s 


. prohibition of censorship of material broadcast over the 
radio station of a licensee merely prevents the licensee from cen- 


5 H.R. Rep. No. 9971, 69th Cong., Ist Sess. (1926) ; see 67 Conc. Rec. 12501 
et seq. (1926). 


8 Ibid. 
7 [bid., see 67 Conc. Rec. 5572-5573 (1926). 


8 H.R. 9971, 69th Cong., Ist Sess., as reported with Senate Amendments (May 
6, 1926). 


® Representative White expressed the view that the proposed bill “was very 
near censorship.” 67 Conc. Rec. 12615 (1927). Representative Scott cautioned: 
. you are trespassing very closely on sacred ground when you attempt to 
control the right of free speech. It has become axiomatic to allow the freedom 
of the press, and when Congress attempts by indirection to coerce and place 
supervision over the right of a man to say from a radio station what he believes 
to be just and proper, I think Congress is trespassing upon a very sacred prin- 
ciple.” 68 Conc. Rec. 2567 (1927). See note 83 infra. 


10 Compare the CoNFERENCE Report, H.R. Doc. No. 200, 69th Cong., 2d Sess. 
(1927) with H.R. 9971, 69th Cong., Ist Sess. (1926); and H.R. Rep. No. 404, 
69th Cong., Ist Sess. (1926). 
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soring the words as to their political and partisan trend but does 
not give a licensee any privilege to join and assist in the publica- 
tion of a libel nor grant any immunity from the consequences of 
such action.™ 

Broadcasters accepted this language as their guiding 
principle on the requirements of section 18. The decision 
conformed to the congressional intent and was operative 
until “overruled” in 1948 by the FCC. 

In 1934 the Communications Act was passed, retaining 
intact as section 315, section 18’s political provisions. In 
addition section 153(h) made express pronouncement 
that broadcasters were not to be deemed common car- 
riers.”** 

The hearings that culminated in the new legislation dis- 
close another attempt to extend the “equality” principle 
of section 18 to broadcasts by supporters and opponents of 
political candidates and to broadcasts dealing with public 
questions. This proposal never saw the light of enact- 
ment day.“ During the Senate Hearings the Chairman 
of the Legislative Committee of the National Association 
of Broadcasters reported on the Sorensen v. Wood deci- 
sion and its adoption by broadcasters as their guiding 
principle to section 18.*° Since the section was reiterated, 
word for word, the only feasible inference is legislative 
acceptance of the Sorensen ruling, that broadcasters were 
forbidden to censor as to partisan or political content, but 
obligated to delete defamatory material under pain of 
civil and criminal liability for defamation.” 


11123 Neb. 348, 243 N.W. 82, 85 (1932), appeal dismissed per curiam sub 
nom. K.F.A.B. Broadcasting Co. v. Sorensen, 290 U.S. 599 (1933), because the 
state decision was based on adequate non-federal grounds. 

12 48 Strat. 1088 (1934), 47 U.S.C. § 315 (1946). 

13 48 Strat. 1065 (1934), as amended; 47 U.S.C. §153(h) (1946). “. ..a 
person engaged in radio broadcasting shall not, insofar as such person is so 
engaged, be deemed a common carrier.” 

14 H.R. 7716, 72d Cong., 2d Sess. (1933); Sen. Rep. No. 2910, 73d Cong., 
2d Sess. (1934); ConrerENcE Report No. 1850, 73d Cong., 2d Sess. (1934). 
But see note 57 infra for Commission endeavor to “legislate” equality as to 
“controversial issues” aired. 

15 Hearings on H.R. 7716, 72d Cong., 2d Sess. (1932). 

16 The Commission has argued the legislative history to the contrary. See 
Defendants’ Memorandum of Law in Houston Post Co. v. United States, set 
forth in full in Hearing on H.R. 691, 80th Cong., 2d Sess. (1948). See also 
note 40 infra. 
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Nor is there indication of any serious quarrel with this 
construction of section 315 until the cudgels were taken 
up by the FCC in 1948. Opportunity in abundance had 
been supplied the Commission for promulgation of its 
view of sections 18 and 315 for the section itself provided 
“the Commission shall make rules and regulations to 
carry this provision into effect.” 

In 1938 the Commission decided to implement section 
315. In half-hearted compliance it promulgated that 
year, and has amended since, regulations which give con- 
tent to the language “legally qualified candidate for any 
public office.” The FCC regulations brought within the 
folds of this phrase any candidate for election, candidate 
for nomination, or write-in candidate, in any general, spe- 
cial or primary contest, who was qualified for election 
under the applicable laws.” There can be little doubt 
but that this amplification rendered intelligent, needed 
substance to somewhat ambiguous statutory language. 

But this effort of the Commission’s, if not too late, was 
assuredly too little. Left untouched were the concepts 
of “censorship” and “use” of a broadcasting station. No 
attempt was made to incorporate or renounce the Soren- 
sen ruling on “censorship” and no attention was paid the 
issue of whether broadcasts in behalf of candidates were 
embraced by section 315’s terms “use” of a station. The 
latter question had already been inferentially posed in 
the Sorensen case.** 

In July of 1940 the Commission sidestepped the “cen- 
sorship” issue in a renewal proceeding. 


The evidence suggests, but is not conclusive, that “equal oppor- 
tunity” was not afforded such candidates and that censorship 


17 47 Cope Fep. Recs § 3.190(a) (1949). Other regulations are found in notes 
20-24 infra. Following passage of the Communications Act of 1934, the Com- 
mission re-promulgated en bloc the existing Rules and Regulations issued by the 
old Radio Commission in 1933. The only relevant Rule in existence had been 
issued October 3, 1933 (Rule No. 178). It merely reprinted Section 18 of the 
Act and threatened license revocation for “any violation.” 

18 Supra note 11. The court held the broadcaster liable for defamation uttered 
in a speech by a supporter of an election candidate, considering § 18 applicable to 
candidates and supporters alike. See note 48 infra. 
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of the candidates’ speeches may have been imposed. However, 
determination of the question of censorship involves considera- 
tion of whether the material was libelous as a matter of law 
(a subject not within the jurisdiction of this Commission) 
and whether, if libelous, a licensee possesses the legal right to 
expunge from a proposed broadcast a libelous statement. In 
any event, in the light of this record, we do not feel called upon 
to pass upon these questions.’® 


Perhaps by way of obscuring its lassitude as to imple- 
mentation of the “censorship” and “use” provisions of 
section 315, the Commission has steadily implemented 
the not too-trying “equal opportunity” language. Begin- 
ning in 1938 it has ruled by regulations that: rates 
charged, if any, must be uniform and not rebated; no 
discrimination or preference whatsoever may be ren- 
dered, or prejudice or disadvantage caused by contract or 
other agreement; a complete record of all requests for 
broadcast time by or on behalf of candidates must be 
kept; announcement of the identity of parties furnish- 


ing material for political broadcasts must be made;” the 


name and political affiliation of every political candidate 
making a speech must be entered in the program log.” 
Through case decisions, the Commission has announced 
that a station’s affordance of Saturday evening hours, or 
week-day daytime hours was not “equal” to the affordance 
of week-day evening hours;** a general overall principle 
of fairness required that all discretion and partisanship 
be avoided ;* once a broadcaster decides (by contract or 


19 Bellingham Broadcasting Co., 8 F.C.C. 159, 172 (1940). 
2047 Cope Fep. Recs. §3.190(c) (1949). 
2147 Cope Fep. Recs. §3.190(c) (1949). 
2247 Cope Fep. Recs. §3.190(d) (1949). 


2347 Cope Fep. Recs. § 3.189(b) (1949); 47 Cope Fep. Rees. § 3.289(c) 
(1949). 

24.47 Cope Fep. Recs. § 3.181 (2) (1949). Comparable regulations have been 
issued for frequency modulation and television stations. 

25 Stephens Broadcasting Co., 11 F.C.C. 61 (1945). 

26 KWFT, Inc., 4 Pike & FiscHer, Rapio REGULATION 885 (1948). This 


ruling was made via a public letter. Also maintained was the concept that 
primary and general elections were to be considered separately under § 315. 
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otherwise) to carry election speeches, he cannot change 
his mind :* “equal opportunity” means that all candidates 
are “entitled to listening time of equal value and dura- 
tion under like conditions.”’** 

Section 315’s fundamental questions as to “censorship” 
and “use,” however, went unnoticed by the Commission 
for fourteen years.” During this period of Commission 
non-direction, the broadcasters adhered to the Sorensen 
interpretation by deleting defamatory material from the 
speeches of political candidates and assuming liability for 
any defamation uttered.” 

In 1948, on the “eve” of a national election, came the 
Commission’s amazing Port Huron decision.” This case 
did many things, none of which can find easy justification. 
Neither Congress,” court, commentator,“ nor broad- 
caster,” certainly, has found virtue in the Commission’s 
action. 

The Commission flatly pronounced: (1) that broad- 
casters could not delete defamation from political broad- 
casts, and (2) that broadcasters were relieved from all 
liability for defamation—state common law and statutes 
notwithstanding. This monument of legal analysis was 
erected by means of a renewal decision. The Commis- 
sion still chose to circumvent its fourteen-year old duty to 


27 Port Huron Broadcasting Co., 12 F.C.C. 1069 (1948). 

28 Supra note 27. 

29 See Chairman Coy’s unabashed admission quoted infra note 36. 

30 See testimony of Don Petty, General Counsel of the National Association 
of Broadcasters, Hearings on H.R. 691, 80th Cong., 2d Sess. 73 (1948); tes- 
timony of Frank Robertson, Chairman, Legislative Committee of Federal Com- 
munications Bar Association, Hearings on S. 1333, 80th Cong., Ist Sess. (1947). 

31 Port Huron Broadcasting Company, 12 F.C.C. 1069 (1948). Only two 
Commissioners fully concurred with the decision (Coy, Durr); two did not 
participate (Walker, Webster) ; two partially concurred (Hyde, Sterling) ; one 
dissented (Jones). 

32 Hearings on H.R. 691, 80th Cong., 2d Sess. (1948). See note 39 infra. 

33 See Houston Post v. United States, 79 F. Supp. 199 (S.D. Tex. 1948). 

34 See WARNER, RADIO AND TELEVISION Law § 34e (1948) ; Comment, Politi- 
cal Defamation by Radio and the Federal Communications Act, 46 Inu. L. Rev. 
626 (1951). 

35 See testimony of Don Petty, General Counsel of the National Association 
of Broadcasters, Hearing on H.R. 691, 80th Cong., 2d Sess. (1948). 
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fully implement by regulations the provisions of section 


315.** 

Since the radio license involved was renewed, the entire 
legal fabric was pure, transparent dicta—which, how- 
ever, gathered all the strength of stautory law” and was 
immune from judicial review.* 

Nor may the Commission’s action be criticized for 
method alone. On the merits, the ruling stands as an 
impetuous instance of administrative self-centered legis- 
lation. 

First, the Commission disrupted a reasonable 20-year 
industry practice and seated broadcasters on the horns of 
a dilemma that promised forfeiture of license on the one 
side, and enforced defamation damages on the other.” 
Second, the legislative intent was overruled.“ Third, 


86 The provision of § 315 as to the Commission’s issuance of implementing 
rules and regulations is mandatory (“shall”), not discretionary. Chairman Coy 
appeared innocent of such knowledge at the Hearings, supra note 35, at 13-14. 


“Mr. Bow: Has the Commission adopted rules on Section 315? 

Mr. Coy: It has not. There is a rule, but not on the question of liability. 
Mr. Bow: On this particular question you have adopted no rules? 

Mr. Coy: That is correct. 

Mr. Bow: And you do not consider this Port Huron decision a rule? 
Mr. Coy: No.” 

37 Broadcasters obeyed. The Commission’s action has been termed “Statutory 
legislation,” WARNER, op. cit. supra at 362, and “judicial legislation.” See 
Port Huron Broadcasting Co., 12 F.C.C. 1069 (1948) (Comm’r Jones). See 
note 38 infra. 

88 Most serious of all grievances with the Commission is its practice of 
avoiding judicial review of fundamental broadcasting edicts. The typical device 
is a license renewal proceeding where the license is renewed but broad policy is 
pronounced and enforcement threatened. E.g., Mayflower Broadcasting Co., 8 
F.C.C. 333 (1941). See the incisive criticism registered by Louis Caldwell, 
Hearings on H.R. 691, 80th Cong., 2d Sess. (1948). Other techniques are 
competing comparative application decisions on license grants, e.g., Mid-American 
Broadcasting Corp., 12 F.C.C. 282 (1947), and such vague publications as the 
“Blue Book,” Pustic Service RESPONSIBILITY OF Broapcast LicENSEES (1946), 
and the Report oN EpirortaLizinc (1949). The “Blue Book” was found judi- 
cially unreviewable in Hearst Radio, Inc. v. F.C.C., 167 F.2d 225 (D.C. Cir. 
1927). 

39“As was pointed out in the Committee’s public hearings, the effect of the 
decision was to place a broadcaster in a ‘dilemma of self-destruction’ inasmuch 
as they would be required to answer to the Commission if they eliminated 
defamatory remarks and yet might face criminal and civil prosecution under 
State laws if they permitted such material to go on the air.” First Interim 
Report of the Select Committee to Investigate the Federal Communications 
Commission pursuant to H.R. 691, H.R. Rep. No. 2461, 80th Cong., 2d Sess. 

1948). 

c 40 2 proposal to relieve broadcasters from defamation liability was dismissed 
during the Congressional hearings on the Radio Act of 1927. Supra note 8. 
Proposals to ban all defamation from the air were rejected because state com- 





EQUAL POLITICAL DEFAMATION FOR ALL 713 


existing judicial interpretation was ignored“ as was long- 
established free speech doctrine.“ Finally, the already 
established legally sound and practically satisfactory in- 
terpretation of section 315 was displaced by a strained 
construction of dubious merit and more dubious legal 
validity.” Can it matter that the road of distraction 
might have been paved with the best of intentions? 

Congressional irritation descended; judicial admon- 
ishment occurred; the Commission faltered but did not 
fall. Recovery was complete by December 1951. 

One month after the Port Huron decision, a House 
Select Committee to Investigate the Federal Communica- 
tions Commission summoned Chairman Coy and mem- 
bers of the Commission’s Law Branch, interrogated them 
and assailed their Port Huron decision.“ Remedial leg- 
islation was finally deemed unnecessary—for the Chair- 


mon law and statutes were deemed sufficient protection. See 67 Conc. REc. 
5480 (1926). The interpretation of § 18 established by the Nebraska Supreme 
Court in Sorensen v. Wood, supra note 11, was noted in the hearings preceding 
the 1934 Communications Act, Hearings, supra note 15. The failure at this 
time to change the section appears conclusive on the Congressional intent. 
Also determinative is § 414 of the Communications Act which holds existing 
remedies at common law or by statute are to be in no way abridged by any of 
the Chapter’s provisions. See note 80 infra. See also Brief of the National 
Association of Broadcasters in Port Huron Broadcasting Co. set forth in Hear- 
ings, infra note 43. 

41 See Sorenson v. Wood, supra note 8; cf. Rose v. Brown, 186 Misc. 553, 
58 N.Y.S.2d 654 (Sup. Ct. 1945); Josephson v. Knickerbocker Broadcasting 
Co., 179 Misc. 787, 38 N.Y.S.2d 985 (Sup. Ct. 1942). See also the excellent 
discussion of the legal untenability of the Port Huron doctrine by the court in 
Houston Post Publishing Company v. United States, supra notes 33 and 45. 
This decision was later “overruled” by the Commission in WDSU Broadcasting 
Corp. infra note 51. 

41a Defamation has never, throughout the long judicial history of freedom of 
speech, been seriously viewed as an element of censorship. The prohibition on 
defamation was established centuries before the classical doctrine of freedom 
of speech. Whenever a relation between the two legal doctrines is noticed, the 
law of defamation is viewed as an established exception to the law of free speech. 
See the discussion by the court in Houston Post Publishing Company v. United 
States, supra note 33; see also the discussion in the Commission on Freedom 
of the Press, A Free and Responsible Press 123 (1947). 

Obscenity is another deep-rooted exception to the doctrine of free speech. It 
appears noteworthy that the Commission has never suggested that § 315 pro- 
hibits broadcasters from deleting indecent language from election speeches. 
There is presumably no doubt but that a broadcaster must delete indecent 
language to escape liability under § 1464 of New Title 18, Crimes and Criminal 
Procedure, amending § 326 of the Communications Act, 47 U.S.C. § 326 (1946). 

42 See text discussion infra Part II and notes 78-80 infra. 

43 Hearings on H.R. 691, 80th Cong., 2d Sess. (1948), and First Interim Re- 
port, H. Rep. No. 2461, 80th Cong., 2d Sess. (1948). 
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man assured the Committee that “for the time being, at 
least until the matter is settled, the honest and conscien- 
tious broadcaster who uses ordinary common sense in try- 
ing to prevent obscene and slanderous statements from 


going out over the air, need not fear any capricious 
action.” “* 


About the same time the Commission’s law department 
confided to a curious federal court that the Commission, 
by its Port Huron decision, “did not intend to, nor did 
it. . . add anything either of substance or sanction, to 
the law.” The court, assured of this, and convinced of 
the legal untenability of the Commission’s position, found 
the Port Huron decision unworthy of judicial review.“ 

Congress and court had been satisfied that the Commis- 
sion meant no harm. Broadcasters disbelieved and began 
to follow the Port Huron edict. They chose to weather 


defamation liability rather than face the probability of 
Commission displeasure.“ 


In 1950 a broadcaster found himself perhaps over- 
zealous in adhering to the Commission’s wishes. He 
failed to delete defamation from the speech, not of a 


44 There appears to be no question but that the House Select Committee rec- 
ommended no legislation because it felt assured the Commission would not en- 
force the Port Huron decision. Chairman Coy’s assurance was deemed to have 
“substantially resolved” the Broadcasters’ dilemma. First Interim Report Pur- 
suant to H.R. 691, H.R. Rep. 2461, at 2 (1948). See note 50 infra as to later 
Commission avoidance of the “assurance.” 

45 Houston Post Publishing Company v. United States, supra note 33, at 204. 
In the words of circuit Judge Hutcheson, “. . . the contention that the expres- 
sion of the Commission’s opinion on such a controversial and difficult matter was 
intended to be and was an order reviewable under Sec. 402(a) seems far 
fetched. Indeed, in the uncertain and doubtful state of the law as to the intent 
of Congress, in enacting the section to exclude the operation of libel laws, we 
think it judicially inconceivable that the Commission, a body of public servants 
entrusted by Congress with powers of supervision over communications by 
radio, could, with considerations of fair play and just administration in mind, 
have so ordered. . 

. we think it doubtful that the Commission would have power to lay down a 
binding rule or regulation of the nature of that expressed in its opinion. For, 
having no power to protect station owners, who comply with the order, if it 
should be determined that the Commission’s guess as to the law was wrong, it 
ought not to be held to have the power to subject the owner under sanctions 
to the hazards of its wrong guessing.’ 

46 See the sampling of letters from broadcasters in Note, Campaign Speeches 
on Radio and TV: Impartiality via the Communications Act, 61 Yate L. J. 
87, 89-90 n. 8, 9 (1952). See also the discussion between Representative 
Elston and Louis Caldwell, Hearings, supra note 43. 
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candidate, but of a Party Committee Chairman. In de- 
fense he asserted the Commission’s Port Huron decision, 
but found the court felt only candidates were embraced 
by section 315’s provisions.” The broadcaster may have 
learned, too, that the FCC had again neglected imple- 
mentation of section 315. It had never, over a period of 
fourteen years, ruled substantive meaning into the word 
“use” of a broadcasting station.“ 

For those broadcasters hitherto unaware of this ambigu- 
ity, a new problem was created. Granted, obedience to 
the Port Huron ruling and non-deletion of candidate 
defamation, what was to be done as to candidate spokes- 
men defamation? The Commission had said nothing. 
Knowledge of the Commission’s broad view of such mat- 
ters*” would lead to the decision that speeches by spokes- 
men should go untouched too. Surely political discrimi- 
nation and partisanship could be effectively achieved at 
the lower level of spokesmen’s speeches. ‘There was 
really little doubt as to the Commission’s projected view. 
Yet there was no doubt that one federal court, at least, 
would hold the broadcaster liable for candidate’s spokes- 


47 Felix v. bey Radio Stations, 186 F.2d 1 (3d Cir. 1950), cert. 
denied, 341 U.S. 909 (1951). 

48 The ambiguity residing in the phrase “to use a broadcasting station” was 
certainly evident by 1932 when Sorensen v. Wood was decided; see supra note 
18. An attempt was made in 1933 to extend the equality provisions to sup- 
porters and opponents and to all public questions, but was defeated. H.R. 7716, 
72d Cong., 2d Sess. (1933), and accompanying CONFERENCE Report No. 2106. 
For a full discussion of the Congressional history, see Felix v. Westinghouse 
Radio Stations, see note 47 supra. The Commission, at one time, deemed sup- 
porters not included by §315. “And it is equally clear on the face of the 
Sorensen opinion, that the case did not even present a proper situation requiring 
any construction of Section 18 of the Radio Act, since the speech containing the 
alleged libel was not made by a candidate for public office but by a person 
speaking in behalf of one of the candidates.” Defendants’ Memorandum of Law 
in Houston Post Company v. United States, set forth in full in Hearings, supra 
note 43, at 31-32. On the other hand, the Commission could well be expected 
to embrace supporters within § 315 in order to prevent avoidance of the Sec- 
tion’s design. At no time, however, despite its statutory obligation to imple- 
ment § 315, has the Commission issued a rule on the question. 

A recent unreported federal district court took the unique view that authorized 
persons speaking in behalf of a (Communist) candidate were entitled to equal 
opportunity; that broadcasters could not refuse or censor broadcasts by candi- 
dates or their supporters. See the court’s exchange with counsel, set out in 
7 Prxe & FiscHER Rapio REGULATION 2088. 


49 [bid. 
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men’s defamation. The broadcasters had found another 
rope in their hands aflame at both ends. The Commission 
appeared to find no cause to assist, to promulgate some 
sensible regulation. 

In December 1951 the Commission, grown bold by 
three years of freedom from court and Congress, loudly 
proclaimed its Port Huron doctrine to be alive and ag- 
gressive.” Gone was the temerity induced by angry con- 
gressional committee and incredulous federal court. 





























We take this opportunity to reiterate, that the prohibition is 
“absolute” and no exception exists in the case of material which 
is either libelous or which might tend to involve the station in an 
action for damages.** 














Again the ruling was made via a license renewal pro- 
ceeding. This time, however, no search for judicial (or 
congressional) review was made. The broadcasters had, 
for the most part, already accepted the ruling. The latest 
Commission visitation brought no news to the industry. 
The Commission was doubtless activated by a desire to 
remove any residue of doubt left in the wake of the Port 
Huron decision. Another bitter national election was in 
the offing. 

Yet the Port Huron decision had not only wrenched 
the broadcasters’ policy toward political defamation. It 
had also stretched section 315 to capture situations where 
the broadcaster, though not permitting any candidate to 
use his station, had entered an agreement for use of his 
station. The broadcaster was disallowed from changing 
his policy on political broadcasts from one of acceptance 
to one of complete non-acceptance.” The policy behind 






















































50 The Commission justified its new utterance, in the face of its “assurance” 
to Congress in 1948 that it would not enforce the Port Huron doctrine, by 
declaring that subsequent Congressional inaction indicated approval of the Port 
Huron doctrine. The sophistry involved stems from the fact that Congress was 
assured in 1948 that the dilemma was resolved by Commission assurance on non- 
enforcement. For this reason was no legislation recommended. See note 44 
supra. 

51 WDSU Broadcasting Corporation, decided November 26, 1951. 

52 The broadcaster had scheduled broadcasts by three candidates. Finding 
reason to believe the first scheduled speech to contain untrue assertions, the 
broadcaster cancelled all the scheduled broadcasts by all three candidates. 
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this Commission manipulation of the language of section 
315 is obscure.** What is plain, however, is that the Com- 
mission ignored a federal court of appeals case in reach- 
ing its conclusions. 

The Ninth Circuit Court of Appeals had decided in 
1947 that section 315 was applicable, “when, and only 
when, there are two or more legally qualified candidates 
for the same public office, and a licensee has permitted 
one such candidate for that office to use a broadcasting 
station, and another such candidate for that office seeks 
equal opportunities in the use of such station.” * The 
case was dismissed by the Commission’s Port Huron de- 
cision in a “But see” footnote.” 

It may be that this aspect of the Port Huron case re- 
sulted from.the Commission’s desire to force broadcasters 
to air the speeches of political candidates. ‘This desire, 
in turn, is part of the larger Commission policy of forc- 
ing broadcasters to air “controversial issues.” Both 


53 The Commission may simply have needed some case to utilize for its 
opportune pronouncement of policy for the approaching election. This sug- 
gests mis-use of the quasi-judicial function of the Commission. The Commission 
may have feared such behavior could itself result from partisan discrimination. 
See note 52 supra. The Commission may have hoped to require more election 
broadcasts by such a ruling. 

54 Weiss v. Los Angeles Broadcasting Co., 163 F.2d 313 (9th Cir. 1947), 
cert. denied, 333 U.S. 876 (1948). 

55 Port Huron Broadcasting Co., 12 F.C.C. 1069, 1071 (1948). 

56 See note 53 supra. 

57 The “controversial issues” doctrine is the core of the Commission’s broad- 
cast philosophy. The doctrine attempts to render broadcasters politically power- 
less. Incidental thereto may be the desire to “educate” the broadcast audience. 
Manifestations are to be found in the Commission’s Mayflower decision, 8 F.C.C. 
333 (1940), and in its Report oN Epitortalizinc (1949). See note 38 supra. 
The ultimate design of the doctrine is to enforce non-partisan broadcasting, not 
only as to elections, but as to all issues and ideas of public importance. The 
only statutory basis for the doctrine is § 315, which, however, is restricted to 
election broadcasts. The Commission has legislated its own basis through the 
“public interest, convenience or necessity” language of the Communications Act. 
See Caldwell, Legal Restrictions on the Contents of Broadcast Programs in 
the United States, chap. III (Report to the Second International Congress on 
Comparative Law, The Hague, 1937). Since regulation of the broadcasting of 
public questions was proposed and rejected by Congress in 1926 and 1933 
(supra, note 5 and 14) there can be no question but that the Commission’s 
“controversial issues” doctrine constitutes legislative usurpation. Since, more- 
over, the doctrine constitutes substantial governmental interference with broad- 
cast ‘speech, it must be deemed in violation of the First Amendment. For criti- 
cism of another aspect of Commission “censorship,” see Caldwell, Comments 
on the Procedure of Federal Administrative Tribunals, with Particular Refer- 
ence to the FCC, 7 Gro. Wasu. L. Rev. 740, 759-63 (1939). 
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these elements of Commission policy appear as usurpa- 
tions of congressional directives. 

In 1946 in Albuquerque Broadcasting Co. the Commis- 
mission had announced that a broadcaster was not justi- 
fied “in adopting a general rule that it will not make time 
available for the discussion of controversial subjects or 
for broadcasts by duly qualified candidates for public 
office.” ** 

In Petition of Homer P. Rainey during the same year, 
certain broadcasters had determined in advance to re- 
strict all political broadcasts by primary candidates to a 
total of thirty minutes for a certain period and to a lim- 
ited amount of time thereafter. The Commission con- 
sidered such restrictions as not bearing “‘a reasonable re- 
lationship to the need or public interest in the particular 
campaign.” ® 


Both these decisions were made in the face of section 
315’s proviso: 
























































No obligation is hereby imposed upon any licensee to allow the 
use of its station by any such candidate. 








The whole fabric of the Commission’s “controversial 
issues” doctrine whereby broadcasters must air contro- 
versy and must “balance” opposing views, is a story unto 
itself. Suffice here to point out that legislative attempts 
to extend section 315’s “equal opportunity” doctrine to 
the whole area of public questions have been rejected time 
and again.” 

Reflection upon the Commission’s overall administra- 
tion of section 315 generates the following conclusions. 
The Commission has steadily neglected its duty under 
section 315 to implement by (reviewable) rules and reg- 



































583 Pixe & FiscHer Rapio REGULATION 1820 (1946) (public letter). 

5911 F.C.C. 898 (1947). By dicta in this case, the Commission also broadly 
suggested that where licensees were controlled by local newspapers that had 
taken a particular stand against a candidate, broadcasters were under some duty 
to afford radio time to this candidate, if requested, on the basis of presenting 
a controversial issue. This stand constitutes further distortion of § 315. See 
note 57 supra. 

60 See note 57 supra. 
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ulations the critical provisions of section 315.° It has 
chosen to engage in judicially surreptitious legislation.” 
It has countermanded the final decisions of Congress.* 
It has ignored the interpretations of section 315 registered 
by courts of law.“ It has generated confusion and fas- 
tened the broadcasting industry to an unnecessary dilem- 
ma. It has done all these things in order to effectuate its 
own inbred philosophy of broadcast communication. 


II 


Section 315 of the Communications Act was born of 
congressional endeavor to restrain the political power of 
the new mass media.” In its final form it represented 
perhaps the greatest restriction of broadcast communica- 
tion possible short of censorship or Constitutional abro- 
gation.” At the same time it constituted an experiment 


in what some like to term effective freedom, and others, 
freedom to listen.” The specific intent was to prevent 
broadcasters from political discrimination among elec- 


tion candidates. 

The FCC, when it got around to dealing with the sec- 
tion 315 provisions, decided that the section would be 
desecrated were broadcasters permitted to delete defama- 
tion. Perhaps the Commission’s political experience had 
taught it that the major portion of all political “stump- 


61 See note 36 supra. 

62 See notes 37 and 38 supra. 

63 See note 40 supra. 

64 See note 41 supra. 

65 See note 4 supra. 

66 See note 9 supra. 

87 The irony of such “revised” conceptions of freedom of speech lies in the 
immense contradiction committed. The First Amendment was designed to 
obviate governmental restriction on private speech. The “revised” concept would 
have government control private speech to provide “freedom.” For a candid, if 
bland, expression of the latter doctrine, see Comment, Old Standards in New 
Context: A Comparative Analysis of FCC Regulation, 18 Univ. or Cut. L. 
Rev. 78, 87 (1950) (“. . . the Commission seems finally to have faced the 
spectre of the First Amendment and held its ground. . . . freedom of speech 
can best be protected in radio by effective governmental controls, and these 
controls are but a means by which to secure a more effective freedom.”) For 
its part, the Commission is also fond of alluding to free speech in such reverse- 
of-the-coin ways. See Address by Wayne Coy, Chairman, January 28, 1952 
(“Two precious freedoms which are the common heritage of all the American 
people: the Freedom to Look and the Freedom to Listen.’”) 
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ing” was defamation. More likely, the Commission felt 
broadcasters could obscure discrimination by defamation 
deletion practices.” Indeed this is the only tenable rea- 
son amidst a swelter of indefensible procedures and re- 
sults for the Commission’s Port Huron doctrine. Here, 
too, however, the Commission’s efforts appear misdi- 
rected. 

Under effective Port Huron practice, discrimination 
could be obviated by Commission examination of com- 
plaints registered against a broadcaster for deletion of 
defamatory matter. On the positive side, the arbitrary 
restraint on broadcasters would discourage all attempts at 
control of political broadcasts. 

The weaknesses of this scheme lie in the facts that 
broadcasters faithful to the section 315 principle may be 
ensnared by the Commission’s net, defamatory political 
campaigning is sanctioned, and all broadcasters are sub- 
jected to increased liability without fault. 

As far as Commission detection of discrimination is 
concerned, it will always be faced with the unanswerable 
question of why it should punish a broadcaster for delet- 
ing defamation where no partisan political intent or effect 
exists. Indeed, so unconscionable and capricious an ac- 
tion by the Commission could scarcely be upheld by the 
courts.” 

Moreover, since the Commission’s doctrine is shrouded 
in doubt in relation to broadcasts by supporters of candi- 


68 In the Bellingham case of 1940, supra note 19, the Commission found evi- 
dence which “suggests, but is not ‘conclusive” that discrimination in election 
speeches had been practiced. Allegedly libelous material had been deleted. The 
record disclosed the existence of a broad political strife involving the radio 
station and a local newspaper. The Commission may have found itself incapable 
of sifting such evidence for violation of §315 and determined to obviate the 
need to so sift by an absolute ban on defamation deletion. There is, however, 
no reason why the Commission should be incapable of ascertaining the facts of 
election candidate discrimination. 

69 See note 45 supra. Mere disobedience of Commission dicta as to the 
requirements of § 315 could not justify forfeiture of license. Disobedience of the 
actual requirements of §315 could. The Commission could, however, adduce 
disobedience of its dicta as to § 315 as one of several minor instances of license 
malfeasance, which together amount to operation not in the “public interest” ; 
and could therewith preclude the derelict licensee from renewal in a comparative 
competitive hearing. Such decisions are rarely touched by courts of review. 
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dates,"* the Commission would be hard-pressed to casti- 
gate broadcasters for deleting defamation from speeches 
by supporters. Yet, doubtless discrimination may be here 
practiced too. In such a case, the Commission would 
have to inquire into all the facts if it cared to discover any 
existing discrimination. To do anything else would be 
rank abuse of the law. Once any such discrimination 
were found, the Commission would have valid grounds 
for claiming violation of section 315. 

In almost any possible case of alleged section 315 vio- 
lation, it is inconceivable that the Commission will not 
have to inquire whether political discrimination has trans- 
pired. In any conceivable case, the Commission will 
have to sift all the facts surrounding the alleged abuse; 
it will have to determine whether partisanship was prac- 
ticed. Otherwise, it will have placed itself in the position 
of condemning without knowledge of true guilt, on the 
basis of dicta, alone.” 

If it were not for the fact that non-discrimination, not 
defamation, was the target of section 315, there would be 
some sense to the Commission’s position. But deletion 
of defamation by a broadcaster has nothing to do with 
political discrimination and is assuredly no test for the 
latter. The only test for discrimination is careful eviden- 
tiary examination for discrimination itself. 

There is no shortcut to the problems posed by section 
315. The substitution by the Commission of its own ver- 
sion for that intended by Congress was a mistake at the 
outset and only aggravated by time. 

The Commission should have followed the Sorensen 
case. It should not have embarked on rule by dicta. It 
should have issued comprehensive regulations which ex- 
pressly forbade discrimination by broadcasters as to 
speeches by and on behalf of candidates for election and 


70 See note 48 supra. 


71 See note 69 supra. 
5 
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72 


nomination.” It should have said nothing about political 
defamation. It should have determined, whenever it 
found reason to believe discrimination had been prac- 
ticed, to inquire into the alleged facts of discrimination. 
If it discovered partisan political censorship, it should 
have instituted license revocation proceedings.” 

It has been indicated that the Commission’s Port 
Huron doctrine constitutes unlawful (and unwise) ad- 
ministration. There is a bill before Congress” that would 
attempt to legalize the doctrine by codifying it into an 
amended section 315. In addition, supporters of candi- 
dates would be embraced. The broadcasters are in sup- 
port because the bill portends to relieve them of all defa- 
mation liability.” The Commission is in support because 
it would vindicate, in some sense, their position. 

Such legislation would certainly lend the weight of 
Congress to the otherwise ludicrous assertion that broad- 
casters cannot be sued for defamation.” It would also 
largely obviate the possibility of broadcasters running 
afoul section 315 through mere choice of facing Commis- 
sion disapproval rather than defamation litigation.” It 


72 Regulations would have been judicially reviewable; would thus have estab- 
lished binding legal precedent one way or the other; ‘would have obviated the 
confusion and contradiction. 

78 Revocation proceeding is the only proper method of enforcement of Com- 
mission policy in such matters. It is, however, strenuously avoided by the 
Commission, allegedly because of its drastic character. Examination suggests 
the avoidance to be dictated by the desire to avoid judicial review. See note 
38 supra. In place of revocation, the Commission supplies threatening dicta. 

74 H.R. 7062, 82d Cong., 2d Sess. (1952). 

75 Broadcasting-Telecasting Magazine reports the National Association of 
Radio and Television Broadcasters has mailed copies of the bill to all industry 
members (March 31, 1952, at 52). 

76 The only area of state defamation liability affected by the Port Huron 
doctrine is where the broadcaster’s liability is dependent upon fault. Ordinarily, 
in such states, adherence to Commission directive would be construed as obvi- 
ating fault. See Campaign Speeches on Radio and TV, supra note 46, at 89-90. 
Where absolute liability or liability regardless of fault is imposed by state law, 
the Commission’s ruling appears innocuous. As to wag ay defamation law in 
general, see Remmers, Defamation by Radio, 64 Harv. L. Rev. 727 (1951). 

17“(b) The licensee shall have no power to censor the material broadcast by 
any person who is permitted to use its station . . . and the licensee shall not be 
liable in any civil or criminal action in any local, state, or federal court because 
of any material in such a broadcast, except in case such licensee shall willfully, 
knowingly and with intent to defame participate in such broadcast.” .R. ; 
supra note 74. There appears some substantial ambiguity in the exception 
ending this subsection. It is not at all clear that a broadcaster, who communi- 
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would remove, however, one of the impediments to pro- 
miscuous political defamation. 

On the other hand there is some doubt as to the Con- 
stitutionality of a provision which would relieve citizens 
of legal redress without compensation in kind.” There 
is also a serious Constitutional question as to the right 
of the federal government to interfere with or impede 
what legally amounts to state police power.” Moreover, 
section 414 of the Communications Act must needs be 
avoided since it holds that existing remedies at common 
law or by statute are to be in no way abridged.” 

A more satisfactory legislative solution to section 315’s 
problems is proposed in the recently introduced O’Hara 
bill.“ By this amendment, broadcasters would be 
obliged to afford equal opportunities to all candidates, 
would be forbidden from political or partisan censorship, 
and would not be obliged to communicate defamatory (or 
obscene) matter. Enactment of this proposal would in- 


cates defamatory matter in a political election speech on the basis of this sub- 

section, does not “willfully, knowingly, and with intent to defame participate in 
such broadcast.” The state-of-mind concepts found in defamation law are 
generally presumed or considered irrelevant. Thus the exception appears to 
either contradict the liability relief afforded or to be itself meaningless. 

78 The Commission, in urging its Port Huron doctrine, argued relief from state 
defamation liability would be constitutional because ( i) federal occupation of 
the field can preclude state law, and (2) in the common-carrier telegraph field, 
such occupation has been judicially upheld. The weakness of this argument lies 
in the facts (1) that mere federal occupation of a field under the Commerce 
clause does not justify federal usurpation of all state jurisdiction in the field, 
and (2) in the common-carrier telegraph field, a comprehensive framework of 
telegraph liability had been established within the federal statute. Moreover, in 
the telegraph field, telegraph companies need not transmit libel, and are liable 
for damages where they do so transmit. See Brief of the National Association 
of Broadcasters in re Port Huron Broadcasting Company set forth in Hearings 
on H.R. 691, supra note 43. See also Political Defamation by Radio and the 
Federal Communications Act, supra note 34, at 629-32. In Sorensen v. Wood, 
supra note 11, the court reasoned that to construe § 315 so as to relieve broad- 
casters from defamation liability would “raise an issue without due process or 
without payment of just compensation (constitution, fifth amendment).” 

79 The obviation of state criminal libel law surely suggests obstruction of state 
police power. Nor is this a case of substitution of federal policing for that of 
the state, since the broadcast of defamation goes unpunished. 

80 48 Strat. 1099 (1934), 47 U.S.C. § 414 (1946). This section has long been 
ignored by the Commission and the courts. Chairman Coy made a singularly 
unsatisfactory distinguishment of the section’s bearing on § 315, in Hearings, 
supra note 43. The presence of this section seems decisive as to the error of 
that interpretation of §315 which would relieve broadcasters of defamation 
liability. See note 40 supra. 

80a H.R. 7782, 82d ae. 2d Sess. (1952). 
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telligently effectuate the original design of section 315, 
would resolve the broadcasters’ dilemma, and would 
raise no further constitutional doubt. 

Fragmentary solution to the Port Huron riddle has 
been attempted by several states. In the three years since 
the utterance of the decision, ten states have passed legis- 
lation designed to afford relief to faultless broadcasters 
for political defamation communicated.” ‘The effective- 
ness of such relief is doubtful as well as inextensive.” 

It may be that section 315 of the Communications Act 
was an unhappy provision to begin with. We long ago 
decided that governmental regulation was no answer to 
the potential power of speech and press. There is no 
reason to believe this power more susceptible to abuse in 
radio and television communication than it has been in 
the nation’s press.** There is much reason to fear the 
extension of governmental surveillance from the limited 
area of political elections to the vast undefinable arena of 
“controversial issues.” * ‘The wisest solution to the age- 


old problems of freedom of expression appears still to be 


81 California, Colorado, Florida, Georgia, Louisiana, Maine, Montana, Ne- 
braska, Virginia, Wyoming. See Remmers, supra note 76, at 743-46. Re- 
cently, Maryland enacted legislation which would protect broadcasters from libel 
suit where a candidate defames his opponent, but not where other persons are 
defamed. See Broadcasting and Telecasting Magazine, April 7, 1952, at 36. 

82 See the discussion in Remmers, supra note 76. Statutes of this kind are 
often tricky and state constitutionally questionable. Moreover, radio broad- 
casts ignore state lines; a broadcaster may have to abide by conflicting state 
defamation laws. 

83 Constitution of the United States, First Amendment. It may be that § 315, 
insofar as it abridges the right of broadcasters to “speak” as they wish during 
elections, is contrary to the First Amendment. 

84 The ultimate problem is one of concentration of broadcast facilities, best 
amenable to the anti-trust laws. There is less concentration or “monopoly” in 
the broadcast field than in the newspaper field. The oft-cited “natural” mono- 
polistic character of the broadcast field is a spectre without valid basis in fact. 
In 1947 there were 1750 daily newspapers in the United States. About one out 
of every twelve cities with a daily newspaper has no competing newspaper. An 
estimated 40% of the total daily newspaper circulation of 48,000,000 is non- 
competitive. Commission on Freedom of the Press, A Free and Responsible 
Press at 37-38 (1947). In 1951 there were 2300 AM broadcasting stations on 
the air (100 more under construction), 640 FM stations in operation, and 108 
television stations on the air (2000 predicted following the Commission’s 
“freeze”). See Address by Wayne Coy, Chairman Federal Communications 
Commission, January 28, 1952. 

85 See note 57 supra. See also, Caldwell, Radio Broadcasting and Freedom 
of Speech, 177 Annats 1 (1935). 
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the free market in ideas. An enforced “equal” market 
is not free.* 


86 Nor is it feasible. The physical difficulties alone involved in administra- 
tive enforcement of “equality” seem insurmountable. How are speeches by 
the President of the United States to be treated? How are talks by incumbent 
public officials to be viewed? By news commentators? By labor unions? 
By corporations? When does one become a candidate for election? For nomi- 
nation? Are Socialists to be given time? Communists? How should dramati- 
zations of political issues be treated? As to any such broadcasts, is it to be 
“balanced” (controversial issues doctrine) or must “equal opportunity” be 
afforded (§315 doctrine)? Must the broadcaster cast about for contrary, 
conflicting or opposite views or may he await request from proponents of such 
views? Can television camera coverage at the National Conventions be 
charged with discrimination because Republican faces received concentration, 
whereas Democrat antics were revealed? 
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EDITORIAL NOTES 


THE REQUIREMENT OF UTILITY IN CHEMICAL 
PATENT APPLICATIONS 


I 
INTRODUCTION 


The Constitution confers upon Congress the power to promote 
science and the useful arts. In the laws enacted by Congress in the 
exercise of this power, the requirement of utility is mentioned several 
times. The invention must be “new and useful.”? The applicant 
must describe the manner of use “in such full, clear, concise, and exact 
terms as to enable any person skilled in the art” to “. . . use the 
same.” * In order for a patent to be granted, it must appear that 


the invention “is sufficiently useful and important.” * 

The precise quanta of utility necessary to be shown in any par- 
ticular case is not a settled matter. In the case of chemical com- 
pounds, the requisite showing of utility varies with the facts of any 
given patent application, and with the situation in which the par- 
ticular application is involved. 

The purpose of this note is to make a general review of the utility 


requirement in chemical applications. 


II 
THE DiIscLosurE oF UTILITY NECESSARY IN GENERAL 


No hard and fast ruling properly may be made fixing the extent 
of the disclosure of utility necessary in an application, but we 
feel certain that the law requires that there be in the application 
an assertion of utility and an indication of the use or uses in- 
tended.® 


This most recent judgment of the Court of Customs and Patent Ap- 
peals on the utility requirement, In re Bremner, was rendered in a 
case where the application disclosed solid and liquid resins. No dis- 
closure of utility was made. Applicant’s contention that his resins 
could be used wherever similar resins could be used was not ac- 
cepted. The court in its opinion cited the Constitution, Rev. Star. 
4886, Rev. Stat. 4888, and several older cases, including Potter v. 


1U.S. Const. Art. I, $8. 

2 Rev. Stat. § 4886 (1875), 35 U.S.C. § 31 (1946). 

3 Rev. Stat. § 4888 (1875), 35 U.S.C. § 33 pte A 

Rev. Strat. § 4893 (1875), 35 U.S.C. § 36 (1946). 

5In re Bremner, 37 C.C.P.A. (Patents) 1032, 182 F.2d 216, 86 U.S.P.Q. 
74 (1950). 
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Tone. None of the cited cases squarely forms precedent for the 
Bremner decision, which appears to be a decision on a set of facts 
not before presented to a court. 

In Potter v. Tone the court avoided a decision as to whether the 
discovery of a new chemical compound without a further discovery 
of useful properties is sufficient to support a patent. The opinion 
recognized that disclosure of the compound’s chemical reducing and 


electrical non-conducting properties was a sufficient disclosure of 
utility : 


In order to be patentable, an invention must possess utility; 
and it may be noted that prior to the declaration of this inter- 
ference it was determined that the specification of the Tone ap- 
plication described a patentable invention; yet all that is stated 
therein in regard to its utility is that it is a nonconductor of 
electricity, that it is a reducing agent, and can be used in opera- 
tions where silicon and aluminum are now employed. 

. if the material was produced, its physical and chemical 
characteristics determined so as to identify it; if it was known 
how it could be produced at will, and some utility had been dem- 
onstrated, the invention would seem to have been reduced to 
practice. To hold that it must be shown to be capable of use in 
some commercial process, and that process must have been suc- 
cessfully practised, would seem to amount to holding that the 
inventor must make a second invention. . . . Its value for edu- 
cational purposes in demonstrating to chemists the character and 
properties of “the long-sought silicon monoxid;” its use as a 
reducing agent in chemical reactions, and the fact that it is a 
nonconductor of electricity,—are sufficient to assist in promoting 
the progress of the useful arts and to establish the utility of the 
invention.” 


The court in the Bremner*® case apparently relied on Potter v. 
Tone. If Potter v. Tone be accepted as controlling today, very little 
additional disclosure in the Bremner case would have met the require- 
ment of utility sufficient for patentability. 


III 
Tue Disclosure oF UTiILiry NECESSARY TO PROVE INVENTION 


Utility is frequently shown to prove invention. The invention 
must be both “new and useful,” ® and a disclosure of unobvious utility 
will counterbalance any close similarity to the prior art. Novelty 
and utility to that extent form a blended requirement. As it was 
put in one case, “. . . to render the article new in the sense of the 

6 36 App. D.C. 181 (1911). 

7 Supra note 6, at 184. 


8 Supra note 5. 
® Supra note 2. 
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patent law, it must be more or less efficacious, or possess new prop- 
Ss aca’™ 


In Bethlehem Steel Co. v. Churchward International Steel Co." 
infringement was alleged of an alloy. The court said, 


Novelty of proportions in the sense of the patent law involves 
something more than figuring out proportions differing from any 
that were known before. It involves new results from new pro- 
portions, developing a new metal, or, it may be, an old metal with 
new characteristics of structure or performance, embracing en- 
tirely new, or at least substantially enhanced, qualities of utility. 


IV 


Tue Disclosure oF UTILITY NECESSARY TO PROVE INVENTION 
WHERE THE HOMOLOG OR ISOMER OF THE CLAIMED 
CompounpD Is KNown 


This is the most common instance in which new and unobvious 
properties are cited to establish that the production of the compound 
involved invention. It is well settled doctrine that a presumption of 
unpatentability arises against a claim directed to a composition of 
matter, the adjacent homolog of which is old in the art. The burden 
is on the applicant to rebut the presumption by showing that the 
claimed chemical compound possesses unobvious or unexpected bene- 
ficial properties not actually possessed by the prior art homolog.’* It 
is submitted that the purpose of this showing of properties or “utili- 
ties” 1* is not to prove invention, but to advance the contention that 
the product is “new and useful.” If novelty and sufficient unob- 
vious utility are established, invention is usually recognized. 

In this situation, the form of the claim may be decisive. In Ex 
parte Nabenhauer'* the following preamble, expressing utility, was 
held to add patentability to claims which otherwise were held un- 
patentable: “A medicinal remedy for application to the nasal mucosa 
to produce shrinkage thereof without producing effect upon the central 
nervous system, comprising. . . .” 

Since the Thuau** case, which held that an expression of use in the 
preamble does not add patentability to a claim, the value of such a 
limitation is doubtful. 

10 Glue Company v. Upton, 97 U.S. 3 (1877). 

11268 Fed. 361 (3d Cir. 1920). 

12 In re Henze, 37 C.C.P.A. (Patents) 1009, 181 F.2d 196, 85 U.S.P.Q. 261 
(1950); Note, 19 Geo. Wasn. L. Rev. 105 (1950). 

13 In re Norris, 37 C.C.P.A. (Patents) 876, 880, 179 F.2d 970, 84 U.S.P.Q. 
ea SPoO. 224 (1942). Cf. Israel v. Cresswell, 35 C.C.P.A. (Patents) 
890, 166 F.2d 153, 76 U.S.P.Q. 594 (1948). 


15 In re Thuau, 30 C.C.P.A. (Patents) 979, 135 F.2d 344, 57 U.S.P.Q. 324 
(1943). 
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V 


Tue DiscLosure or Utitity Necessary To Prove AcTUAL 
REDUCTION TO PRACTICE 


The showing necessary to prove an actual reduction to practice of 
the invention in an interference proceeding is of a utility apart from 
that which need be disclosed in an application. The difference is in 
kind rather than in degree. The mere statement that a compound 
is useful as an insecticide has supported the issuance of many patents 
in the past. To prove reduction to practice of a compound useful as 
an insecticide, however, rigorous, complete tests under actual field 
conditions of use must be proved.’*® 

An early, well known statement about reduction to practice ap- 
peared in Corona Cord Tire v. Dovan Corp.:** “A composition of 
matter is reduced to practice when it is completely composed.” A 
different statement appears in Rivise and Caesar, Interference Law 
and Practice, “A composition of matter is reduced to practice when 
it is actually produced, unless its usefulness is not apparent from its 
ingredients or manner of production, in which case its utility must be 
demonstrated by actual test.” ** This statement of the law finds some 
support in recent cases. 

In Kyrides v. Bruson*® the applicants had invented complex organic 
esters. The court felt that the invention rested largely in finding that 
the ester could be produced, and was led to believe that any chemist, 
and particularly the winning party, would know at once that the 
ester would have utility as a plasticizer. No tests were necessary to 
convince the inventor and the court of the utility of the esters suffi- 
cient to prove an actual reduction to practice. 

In Larson v. Eicher” the actual production of cod liver oil tablets 
was deemed a sufficient reduction to practice, since the utility was 
well understood. Again tests were thought to be not necessary. 

In each of these cases the court looked at the mental state of the 
inventor, and at the analogous art, and decided that the inventor was 
so convinced of the utility of his invention that he believed tests 
unnecessary, and that the art provided ample basis for his belief. 

The inventor himself, at least, must be convinced of utility, to win 


16 Smith v. Bousquet, 27 C.C.P.A. (Patents) 1136, 111 F.2d 157, 45 U.S.P.Q. 
347 (1940). 


17 276 U.S. 358 (1928). 

18 RIVISE AND CAESAR, INTERFERENCE LAW AND Practice 395 (1940). 
19 26 C.C.P.A. (Patents) 986, 102 F.2d 416, 41 U.S.P.Q. 107 (1939). 
2018 C.C.P.A. (Patents) 1497, 49 F.2d 1029, 9 U.S.P.Q. 461 (1931). 
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an award of priority, under this liberal view.2*_ This view goes beyond 
the Corona Cord Tire case in requiring not only production of the 
compound but also recognition by the inventor of the compound’s 
usefulness. 

Other cases illustrate a more stringent requirement of proof and 
indicate that the statement supra of Rivise and Caesar may not be 
complete. In Muskat v. Schmelkes** the inventor argued that he was 
convinced that his chlorinated melamine was useful in milk purifica- 
tion, for instance, because he had determined the active chlorine 
content. The court considered the argument, but looked at the basic 
problem the inventor was trying to solve. He not only desired a 
purifying agent, he was seeking a stable composition. The court then 
reasoned that stability tests were necessary as part of the reduction 
to practice, and that mere determination of the active chlorine content 
was insufficient. In reaching this decision the court overruled a 
decision made in the Patent Office by a group of skilled chemists, that 
“a degree of utility would at least be inherent” ** from a determination 
of the free chlorine content. 

This rigid rule has been applied in other cases. The court has 
looked to the basic problem sought to be solved. In Collins v. Olsen* 
the inventor sought to reduce the setting time of gelatin without 
affecting taste and edibility. The court held necessary for a reduc- 
tion to practice a test of edibility, taste, texture, and actual setting 
time. 

The most recent decision of the Court of Customs and Patent Ap- 
peals seems more exacting than any which went before. In Kvalnes 
v. Wright®® the issue of the interference was, “The diazo dye of the 
formula. . . .” The party Kvalnes had made tests which showed 
the dye had outstanding light-fastness. The dye had been used on 
a nylon textile. Kvalnes argued that any use for dyeing should be 
acceptable as proof of utility under the count, and urged that a 
showing of the outstanding property of light-fastness be accepted as 
conclusive of concrete reduction to practice. Kvalnes urged the court 
to accept the views expressed in Potter v. Tone and Corona Cord 
Tire. 


21 Saklatwalla v. Marburg, 36 C.C.P.A. (Patents) 791, 172 F.2d 227, 80 
U.S.P.Q. 439 (1949) (alloy). 

22 31 C.C.P.A. (Patents) 837, 140 F.2d 984, 60 U.S.P.Q. 520 (1944) (Count 
1: “Chlorinated melamine characterized in that a substantial amount of the 
chlorine in said chlorinated melamine is present as active chlorine.”). 

23 Jd. at 846. 

2426 C.C.P.A. (Patents) 1017, 102 F.2d 828, 41 U.S.P.Q. 220 (1939). 

25 37 C.C.P.A. (Patents) 1147, 183 F.2d 193, 86 U.S.P.Q. 403 (1950). 
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The court rejected these arguments. The problem facing the 
inventor was considered the critical factor. The problem was the 
suitability of the compound as a dye, and therefore the court held 
that reduction to practice must show practical utility as a dye. Since 
almost all nylon produced goes into hosiery production, practical 
utility of a dye for nylon could only be shown by a successful test 
on nylon hosiery. 

The showing made by Kvalnes was held insufficient for an award 
of priority. 

This C.C.P.A. decision is paralleled by Knutson v. Gallsworthy* 
in the United States Court of Appeals for the District of Columbia. 
There the problem was production of an extreme pressure lubricant. 
The court held that service-simulated tests were necessary, not merely 
production of the oil mixture. 

An earlier strict case was Smith v. Bousquet,?" where field tests 
of an insecticide under actual conditions of use were held necessary. 
The laboratory tests shown by one party were considered insufficient. 
This decision was later distinguished on its facts in Smith v. Swaine,”* 
and laboratory tests were considered sufficient where the natural 
conditions were well duplicated. 

It is difficult to pick out any rationale from these cases. However, 
it is believed that the strict requirement is more truly representative of 
the present mood of the courts.”° 

The cases of Kyrides v. Bruson and Larson v. Eicher are believed 
to involve peculiar facts and perhaps stand alone.*® Today an appli- 
cant is probably safer if his proof conforms with Kvalnes v. Wright. 

Rivise and Caesar have phrased the requirement of proof in the 
following words: “The physical embodiment of the invention, which 
is relied upon as the reduction to practice, must show every essential 
feature of the invention as defined in the count of the interference.” ™ 
In view of Kvalnes v. Wright, and other strict decisions, it would 
appear advisable that the physical embodiment relied upon actually 
embody the whole problem sought to be solved, not merely the em- 
bodiment defined in the count. 


26 164 F.2d 497 (D.C. Cir. 1947). 

27 Supra note 16. 

2 C.CP.A. (Patents) 973, 127 F.2d 140, 53 U.S.P.Q. 385 (1942). 

29 Compare with the views of Levy, Utility—the Inverted Criterion, 3 J. 
Pat. Orr. Soc’y 592 (1948); Vibber, Utility—A Requisite in Reduction to 
Practice, 30 J. Pat. Orr. Soc’y 773 (1948). 

30 For instance, no proof was submitted that the cod liver oil tablets as pro- 
duced by Eicher had any therapeutic utility, that is, contained the active ingre- 
dients of cod liver oil itself. Today such proof might - ones. THOMAS, 
CHEMICAL PATENTS AND CHEMICAL INVENTIONS 98 (1950). 

31 RIvIsE AND CAESAR, INTERFERENCE LAW AND Practice 396 (1940). 
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VI 


THE DIscLosuRE OF Utitiry NECESSARY TO PROvE INVENTION 
Prior TO A REFERENCE (RULE 131) 


Rule 131 practice follows priority practice as far as possible.** 
Actual tests may be necessary even to prove conception of the inven- 
tion. In Ex parte Appeal 11,638 ** it was held that the concept of 
using a specific compound as an insecticide is clearly a concept only 
of achieving a result which cannot be invented in the abstract, but 
must be tested and actually reduced to practice with respect to par- 
ticular insects under particular dosage, time and environmental con- 
ditions. Smith v. Bousquet** was held applicable. The same require- 
ment has been held applicable to a compound whose utility was as a 
fungicide.*® 

Affidavits under Rule 131 should therefore present as complete a 
showing of reduction to practice as would be made for interference 
purposes. 


VII 


How THE DIscLosurE OF UTILItTy May BE MApE IN GENERAL 


The conventional method of convincing the Patent Office of out- 
standing properties is by a disclosure in the specification as filed, and 


by later-filed affidavits. Mere assertions of counsel in the brief are 
given no weight.*® 

The affidavits must relate to some property disclosed in or inherent 
in the specification as filed.*7 This general rule has been evaded 
where the tribunal was convinced that the claimed utility could be 
expected, that is, would be inherent. In Ex parte Harman* entry 
of an amendment stating the utility of the claimed compounds was 
allowed, since the utility was believed inherent in the compounds. 
Thomas* cites an unpublished decision where the tribunal was per- 
suaded that the property of spore killing, discovered after filing, was 
not new matter, and warranted the issuance of a patent, because the 


82 Ex parte Appeal 11,638, 30 J. Pat. Orr. Soc’y 150 (1948). 

33 Supra note 32. 

34 Supra note 16. 

35 Ex parte S, 25 J. Pat. Orr. Soc’y 220 (1943). 

a re Walters, 35 C.C.P.A. (Patents) 1160, 169 F.2d 857, 77 U.S.P.Q. 609 
(1948). 

37 In re Pollack, 36 C.C.P.A. (Patents) 1156, 175 F.2d 857, 82 U.S.P.Q. 209 
(1949) (affidavit setting out a new use not accepted since the use was not 
mentioned in the original application). Abbott v. Coe, 109 F.2d 449 (D.C. Cir. 
1940). A similar rule is applied to proof of utility during an infringement trial. 
Aeration Processes Inc. v. Walter Kidde, 170 F.2d 437 (2d Cir. 1948). 

38 86 U.S.P.Q. 487 (1949). 

39 THOMAS, op. cit. supra note 30, at 458. 
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applicant had made an unpredictable advance in the art. The general 
view is, however, that an affidavit showing a new use or unobvious 
properties, whether originally mentioned in the specification or not, 
may be considered as an argument for patentability, but a statement 


of the new use may not be entered in the specification, on the ground 
it is new matter.*° 


Vill 


How THE Disctosure or Utitiry May Be MapeE WHERE 
THERAPEUTIC UTILITY FoR MAN Is DIScLosEpD 








In this case the utility for man must be proved by very convincing 
proof.** Affidavits will be closely scrutinized and often may be held 
insufficient.‘ A medicament for humans is reduced to practice only 
when efficacy on humans is established.** Extensive tests may be 
required to show efficacy on humans.** However, where any inven- 
tive result is disclosed, the patentee is entitled to all other results,*° 
and where the real utility is medicinal, and this cannot be proved to 
the satisfaction of the Patent Office, any other utility, originally dis- 
closed, may be urged to fulfill the statutory requirement. Current 
Patent Office practice is to refuse to allow a statement of therapeutic 
utility to remain in an application unless satisfactorily proven. 





















IX 


UTILITY AS AN INTERMEDIATE 





Frequently the only utility for a chemical compound known and/or 
disclosed in an application is utility as an intermediate in the produc- 
tion of an ultimate useful product. 

This type of showing has been held sufficient. In Parker v. 
Marzall ** the court allowed a claim to a compound where the court 
believed the compound possessed unobvious, unexpected and beneficial 
properties not possessed by the next adjacent homolog of the prior 
art. A showing was allowed in court of a series of yellow azo pig- 
ments prepared from the prior art homologs and from the claimed 







#0 Abbott v. Coe, supra note 37. Ex parte Loomis, 71 U.S.P.Q. 40 (1946). 
#1 Ex parte C, 25 J. Pat. Orr. Soc’y 906 (1943). 
#2 Rudd v. Kingsland, 88 U.S.P.Q. 418 (1951). 

30, at 97. 

48 Ex parte Appeal 47,933, 27 J. Pat. Orr. Soc’y 508 (1945). 
44 Canadian-American Pharmaceutical Co. v. Coe, 126 F.2d 847 (D.C. Cir. 

1942) (medicine to alleviate cancer pain used by over 1,000 physicians). 

#5 Westmoreland Specialty Co. v. Hogan, 167 Fed. 327 (3d Cir. 1909). 

4686 U.S.P.Q. 446 (D. D.C. 1945). 


Thomas, op. cit. supra note 
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compounds. This was considered proper evidence as to the properties 
possessed by the compounds themselves.** 

A contrary holding appears in Ex parte Wintersteiner,** where 
steroid intermediates useful in producing valuable hormones were 
held unpatentable over prior art. 

At present there seems to be no general Patent Office rule as to 
whether utility as an intermediate is sufficient to overcome a reference 
showing a homolog or isomer. Each case must depend on its facts. 
Where there is no close prior art against the claimed compounds, the 
only utility which need be shown is enough to satisfy the statute 
according to the rule in In re Bremner. The general view is that 
an allegation of “desirable properties as an intermediate in the pro- 
duction of valuable compounds” is an insufficient disclosure of utility. 
A specific showing of the valuable compound and any special steps 
necessary to obtain it from the claimed compound apparently would 
be sufficient. 

In summary, utility as an intermediate is probably sufficient utility 
to satisfy the statutory requirements, and to overcome close prior art, 
where the disclosure is specific and complete, and where the art is not 
useful for the same purpose. 


x 
CoNCLUSION 


The courts appear to favor applied science, since the requirement 
for a disclosure of utility appears to be growing more strict both in 
ex parte and in inter partes cases. The Bremner case shows that 
general allegations of usefulness, not in the specification as filed, will 
not be accepted. Kvalnes v. Wright shows that proof of reduction to 
practice must include proof that the basic problem revealed in the 
specification was actually solved. 

The issue of the quanta of utility necessary to be disclosed must 
find its answer in the basic purpose of the patent system. If the 
purpose of the patent system is to promote applied science, a strict 
requirement of disclosure should be enforced. If the purpose is to 
promote basic research in “pure” science, the requirement for a 
disclosure of utility should be minimal. 

Under the present state of the law, some disclosure of utility is 
required. It is submitted that this requirement is evaded by appli- 


47 It is believed that such a showing would be given little weight in the 
Patent Office under present practice, on the ground that the properties of the 
final compound are too remote from the intermediate to merit consideration in 
connection with patentability of the claimed intermediate. Jn re Finley, 36 
C.C.P.A. (Patents) 998, 174 F.2d 130, 81 U.S.P.Q. 383 (1949). 

48 Wintersteiner, 2,411,177, Nov. 19, 1946. 
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cants who disclose only general properties well known for the parent 
class of the particular compounds claimed. Such a general disclosure 
meets the letter of the law but not its spirit. Those who are far 
advanced in the same field will recognize the specific utility of a 
given compound without being told; a general disclosure thus hides 
little from competitors. Those who are skilled in the art, but not far 
advanced in the particular branch of chemistry involved, will benefit 
from the scientific information disclosed, but will learn little of prac- 
tical value from a general disclosure of utility. The general chemical 
public therefore learns but little which is useful in a business way from 
a general disclosure. 

Information as to the usefulness is not as readily available to the 
public where such a general disclosure is made, and where claims are 
allowed on the basis of superior specific properties, proved to the 
Patent Office by affidavit. Usually no disclosure of the superior 
specific properties is made in the printed specification. The limited 
availability of the patent file wrapper in the Search Room of the 
Patent Office is not equivalent to a printed publication. 

Two recommendations appear proper, and under the decisions dis- 
cussed above, are in line with the views of at least some courts in 


some cases. 
1. At least one specific example of utility should be required in 


every case claiming new chemical compounds. This should be de- 
tailed enough to satisfy requirements comparable to those in Smith 
v. Bousquet*® or Knutson v. Gallsworthy.®° Thus the situation in 
the Bremner case would be avoided and the public would benefit from 
the added knowledge. 

2. Where an affidavit is submitted as proof of outstanding utility, 
and this proof plays a positive part in obtaining allowance of claims, 
an amendment to the specification, including the essence of the affida- 
vit, should be mandatory.** This would place in the printed patent 
all of the information divulged by the inventor. Of course, no new 
matter may be introduced to the specification in this manner. The 
outstanding utility proved by affidavit must relate to a property 
originally disclosed in the specification as filed.** 

Adoption of these recommendations would make uniform the prac- 
tices affected, which have been shown in the cited cases to vary with 
different facts and different tribunals. 


FRANK E. Rossins. 


49 Supra note 16. 
50 Supra note 26. 
51 This view finds support in Ex parte Harman, supra note 38. 
52 Supra note 37. 
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PROPOSED REORGANIZATION OF THE BUREAU 
OF INTERNAL REVENUE 


During recent months operations of the Bureau of Internal Revenue 
have been studied by various congressional committees; these inves- 
tigations resulted in some very unfavorable publicity for the Internal 
Revenue Service. Cases of improper conduct on the part of some 
of the Bureau’s employees? have been uncovered by the committees 
and the administrative officials of the Bureau with the result that 
steps have been taken to remove further opportunities for miscon- 
duct. On January 14, 1952, the President, pursuant to the Reor- 
ganization Act of 1949,? transmitted to the Congress Reorganization 
Plan No, 1 of 1952, which proposed to reorganize the Bureau of 
Internal Revenue within the Department of the Treasury. This 
proposal was not a hastily drawn plan with its sole purpose to elimi- 
nate recurrence of the scandals recently brought to light but resulted 
from years of study of problems of the Bureau and had for its basic 
purpose improvement in its general efficiency.* It was felt that the 
proposed changes would also reduce opportunities for and provide 
protection against corruption on the part of various employees. This 
discussion will contrast the present organization of the Bureau with 
that proposed under the reorganization plan and thus point out some 
of the problems involved in such a major undertaking. 


I 
PRESENT ORGANIZATION 


The Bureau of Internal Revenue is an agency within the Treasury 
Department the primary concern of which is the administration of 
laws relating to federal taxes. The tax policy of the Executive 
Branch of the Government is formulated by the Secretary of the 
Treasury and his tax staff with the Commissioner of Internal Revenue 
acting under his direction in carrying out this policy. 

The Bureau has a supervisory organization located in Washington, 
D. C. and a field organization with offices in the principal cities of 


1 During the calendar year 1951 there were 141 disciplinary cases resulting 
in separations from the Internal Revenue Service. At this time there were 
57,795 employees in the Bureau. Hearings before Senate Committee on Govern- 
ment Operations on Reorganization of the Bureau of Internal Revenue, 82d 
Cong., 2d Sess. 12, 136 (1952). 

263 Strat. 203 (1949), 50 U.S.C. App. §§ 133z et seg. (Supp. 1950). 

8 H.R. Doc. No. 327, 82d Cong., 2d Sess. (1952). 

* For a review of the scope and nature of the program for improvement in the 
general efficiency of the Bureau see “The Management Improvement Program 
of the Bureau of Internal Revenue.” Hearings before Committee on Expendi- 
= m2) Executive Departments on H.R. Res. 494, 82d Cong., 2d Sess. 

( ’ 


6 
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the country. The Commissioner of Internal Revenue, two Assistant 
Commissioners and a Special Deputy Commissioner, all appointees 
of the President subject to confirmation by the Senate, are the top 
level supervisory officials. The Management Staff, headed by an 
Assistant to the Commissioner, is an administrative planning group 
reporting directly to the Commissioner. In August, 1951, an In- 
spection Service was established to provide a uniform and thorough 
inspection service throughout the headquarters and field offices with 
the objectives of maintaining high standards of conduct by all per- 
sonnel and insuring attention to improvement of the efficiency of 
operations of the Bureau’s offices. Operating units at the Washington 
level, the officials in charge of each and their jurisdiction are:° 


1. Alcohol and Tobacco Tax Division (Deputy Commissioner) .— 
Administers internal revenue laws with respect to alcohol and tobacco 
taxes; responsible for detecting and prosecuting violations of these 
statutes. 

2. Wage and Excise Tax Division (Deputy Commissioner ).—Ad- 
ministers employment taxes and excise taxes and income tax with- 
holding. 

3. Accounts and Collections Division (Deputy Commissioner ).— 
Supervises the administration, organization and management of the 
offices of Collectors of Internal Revenue. 

4. Income Tax Division (Deputy Commissioner ).—Administers 
the federal income, estate, and gift tax provisions of the revenue laws; 
audits and verifies certain returns covering such taxes and reviews 
and disposes of claims for refund. 

5. Excess Profits Tax Council (Chairman).—Exercises over-all 
supervision of, and has responsibility for, the settlement of cases with 
respect to which applications have been filed for benefits under the 
provisions of Section 722 of the Internal Revenue Code. 

6. Appellate Staff (Head).—Serves as the appellate agency of 
the Bureau in income, estate, gift, and excise (except tobacco and 
alcohol) taxes. Settles, with concurrence of Division Counsel, cases 
pending before the Tax Court. 

7. Intelligence Division (Chief).—Directs investigations of Bureau 
employees and applicants for employment and applicants for admission 
to practice before the Department, and the investigation of tax 
frauds. 

The Chief Counsel of the Bureau of Internal Revenue who also 


5 See Chart 1, H.R. Rep. No. 1271, 82d Cong., 2d Sess. 9 (1952). This chart 
shows separate divisions for Employment Taxes and Excise Taxes but these 
two divisions have been combined into the Wage and Excise Tax Division. 
The Excess Profits Tax Council is not shown on the chart. 
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acts as an Assistant General Counsel for the Treasury Department 
is appointed by the President subject to confirmation by the Senate. 
His office represents the Commissioner in cases tried before the Tax 
Court and handles various legal matters with which the Bureau is 
concerned. Other duties include review of claims for refund involv- 
ing large amounts of tax, issuance of formal opinions and rulings on 
interpretation of the tax laws, preparation of Treasury Regulations 
and legislative proposals, and consideration of legal aspects of tax 
cases involving civil fraud along with the possibility of criminal 
prosecution. 

The Field organization of the Bureau is composed of various dis- 
tricts with offices located at different points throughout the country. 
A brief description of the functions of these field operating units is 
presented below :® 


1. Field Districts of the Alcohol and Tobacco Tax Division (15 
districts). —Exercises control over plants under its supervision, regu- 
lates the industry and investigates violations of Alcohol and Tobacco 
tax laws; reports to Deputy Commissioner in charge of the Division. 

2. Processing Branch.—Sorts and assembles tax information docu- 
ments; reports to Deputy Commissioner in charge of Accounts and 
Collections Division. 

3. Supervisory Districts (13 districts ).—Administrative inspection 
of Collectors’ offices; reports to Deputy Commissioner in charge of 
Accounts and Collections Division. 

4. Collectors of Internal Revenue (64 offices with a Collector, an 
appointee of the President, in charge of each).—Collects all internal 
revenue taxes, performing other duties incident thereto; have ap- 
proximately 1400 posts of duty and suboffices; report to Deputy 
Commissioner in charge of Accounts and Collections Division but as 
presidential appointees are responsible to the Chief Executive. 

5. Revenue Agents’ Districts (39 districts).—Investigates income, 
estate, gift and certain classes of excise tax returns to verify tax lia- 
bility; confers with taxpayers in protest cases. 

6. Section 722 Field Committees (composed of assigned Revenue 
Agents in 39 District Offices) —Examines applications for excess 
profits tax relief under Section 722 of the Internal Revenue Code and 
submits recommendations to the Excess Profits Tax Council. 

7. Appellate Staff Districts (12 districts) Determines for the 
Commissioner liability of taxpayers who have protested findings of 
Internal Revenue Agent in Charge before petition is filed with the 
Tax Court. Settles cases after petition is filed and assists Division 
Counsel in preparation of cases for presentation before the Tax Court. 


6 Supra note 5. 
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8. Special Agents’ Districts (14 districts).—Investigates and re- 
ports on evidence of tax frauds, on employees and applicants for em- 
ployment with the Bureau, and investigates applications to practice 
before the Department. 

Field units of the Chief Counsel’s office are made up of regional 
attorneys who work with the Special Agents; Division Counsel who 
works with the Appellate Staff presenting cases before the Tax Court; 
and field attorneys who work with the alcohol tax field offices. The 
Chief Counsel’s office also has Special Assistants in the field who 
work with the Collectors, giving legal advice pertaining to liens, 
bankruptcy matters and other collections problems. 

From this cursory outline of the Bureau organization as it exists 
today, it can be seen that the Washington headquarters office, headed 
by a Commissioner with two Assistant Commissioners, as well as 
five Deputy Commissioners and a Special Deputy Commissioner, rep- 
resents a multiheaded organization with several independent divisions 
under the supervision of Deputy Commissioners, Division Heads or 
Division Chiefs. It is also important to note that the field organi- 
zation is loose and sprawling with almost 200 offices reporting to the 
headquarters office in Washington. 


II 


PROPOSED REORGANIZATION 


Reorganization Plan No. 1 of 1952,’ proposing a reorganization in 
the Bureau of Internal Revenue was submitted to Congress by the 
President on January 14, 1952, and went into effect at midnight on 
March 14, 1952, since a resolution of disapproval was not passed by a 
constitutional majority of either House of Congress prior to the latter 
date. Hearings on a resolution® to disapprove the plan were held 
by the Committee on Expenditures in the Executive Departments of 
the House of Representatives beginning January 18, 1952. Although 
a resolution of disapproval had not been introduced in the Senate, 
the Senate Committee on Government Operations, in keeping with 
its policy of studying and reporting on all reorganization plans re- 
ferred to it, began hearings on the plan January 30, 1952. On Febru- 
ary 27, 1952, a resolution® of disapproval of the plan was introduced 
in the Senate. 

Reorganization Plan No. 1 of 1952 is comprised of four rather 


7 Supra note 3. 
8 H.R. Res. 494, 82d Cong., 2d Sess. (1952). 
® Sen. Res. 285, 82d Cong., 2d Sess. (1952). 
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brief sections’® but is the basis for fundamental and sweeping changes 
in the Bureau’s structure. The plan was submitted to the Congress 
because certain basic statutory changes were necessary and, too, it 
was thought that Congress should be apprised of the proposed struc- 
tural changes with the beneficial results expected to flow therefrom. 
The participation of Congress was definitely required by two features 
of the plan: First, the abolition of the statutory offices of Collectors 
of Internal Revenue; and second, the upgrading of the top adminis- 
trative positions. 

Under the proposed plan, the Bureau would continue to be headed 
by the Commissioner of Internal Revenue but the organization would 
be streamlined with clear-cut lines of authority and responsibility. 
Instead of adding units on the present patchwork basis as Congress 
added to or amended the various tax laws, the Bureau would be or- 
ganized on the basis of functions. The Bureau’s work would be 
divided into three principal functions each of which would be under 
the direction of an Assistant Commissioner, a career man appointed 
by the Secretary of the Treasury under the classified civil service 


10 Supra note 3. 


“Section 1. Abolition of existing offices—There are abolished the offices of 
Assistant Commissioner, Special Deputy Commissioner, Deputy Commissioner, 
Assistant General Counsel for the Bureau of Internal Revenue, Collector, and 
Deputy Collector, provided for in sections 3905, 3910, 3915, 3931, 3941, and 
3990, respectively, of the Internal Revenue Code. The provisions of the fore- 
going sentence shall become effective with respect to each office abolished there- 
by at such time as the Secretary of the Treasury shall specify, but in no event 
later than December 1, 1952. The Secretary of the Treasury shall make such 
provisions as he shall deem necessary respecting the winding up of the affairs 
of any officer whose office is abolished by the provisions of this section. 

“Sec. 2. Establishment of new offices—(a) New offices are hereby estab- 
lished in the Bureau of Internal Revenue as follows: (1) three offices each of 
which shall have the title of ‘Assistant Commissioner of Internal Revenue’; 
(2) so many offices, not in excess of twenty-five existing at any one time, as 
the Secretary of the Treasury shall from time to time determine, each of which 
shall have the title of ‘district commissioner of internal revenue’; and (3) so 
many other offices, not in excess of seventy existing at any one time, and with 
such title or titles, as the Secretary of the Treasury shall from time to time 
determine. 

(b) There is hereby established in the Department of the Treasury a new 
and additional office which shall have the title ‘Assistant General Counsel.’ 

“Sec. 3. Appointment and compensation—Each Assistant Commissioner and 
district commissioner, the Assistant General Counsel, and each other officer 
provided for in section 2 of this reorganization plan shall be appointed by the 
Secretary of the Treasury under the classified civil service and shall receive 
compensation which shall be fixed from time to time pursuant to the classifica- 
tion laws, as now or hereafter amended, except that the compensation may be 
fixed without regard to the numerical limitations on positions set forth in section 
505 of the Classification Act of 1949, as amended (5 U.S.C. 1105). 

“Sec. 4. Transfer of functions—There are transferred to the Secretary of 
the Treasury the functions, if any, that have been vested by statute in officers, 
agencies, or employees of the Bureau of Internal Revenue of the Department 
of the Treasury since the effective date of Reorganization Plan Numbered 26 
of 1950 (15 F. R. 4935).” 
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instead of being appointed by the President subject to confirmation 
by the Senate. The three functions and the major activities under 
each are :** 


1. Technical.—Legislative and research; rulings and technical re- 
view; special technical service. 


2. Operations.—Collection; enforcement; appellate; administra- 
tion. 

3. Inspection —Planning and programming; analysis and apprai- 
sal; personnel evaluation; reviewing; liaison. 


To coordinate and supervise activities in the field not more than 
25 districts will be set up, each under the supervision of a District 
Commissioner. Along with its supervisory functions, this office will 
have certain operating functions. The office will have four Assistant 
District Commissioners each in charge of one of four major divisions: 
collections, enforcement, appellate and administrative. 

The Collections Division will be responsible for accounting for 
and the processing of taxpayers’ returns. It is contemplated that con- 
solidation of these activities in the district office will bring about con- 
siderable savings by making it feasible to use the latest types of 
accounting and processing machines. 

The Enforcement Division will supervise and coordinate all activi- 
ties within the district which are necessary for proper enforcement 
of the internal revenue laws through the investigative process. Includ- 
ed in this category will be delinquent accounts, delinquent returns, 
examination and audit of all tax returns, investigations which may 
lead to criminal prosecutions and activities with regard to enforce- 
ment of alcohol and tobacco tax laws. 

The Appellate Division will have supervision of staff officers and 
division heads in the settlement and trial of tax cases in the district, 
will approve final closing agreements and handle offers-in-compro- 
mise. This divison will also recommend action to be taken as a result 
of unfavorable court decisions, such as acquiescence, non-acquiescence 
or appeal. 

The Administrative Division will perform the budget and fiscal 
work, preparation of payrolls, and be responsible for personnel mat- 
ters, statistics, and miscellaneous services. Other activities will in- 
clude development of training standards, procedures and programs 
and maintenance of central files of returns on which action has been 
completed. 

Each District Commissioner will have a legal staff available for 


ass Appendix B, Sen. Rep. No. 1259, Part 2, 82d Cong., 2d Sess. 28 
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advice in connection with enforcement matters, interpretation of all 
revenue laws, and tax litigation. This staff will also cooperate with 

the Enforcement Division regarding recommendation for criminal 

prosecution of tax cases, and will render legal and technical assistance 

to United States Attorneys in connection with the preparation and 

trial of such cases. 

Entirely separate and apart from the other Bureau offices in the 
District will be the office of the Chief Inspector, which will carry out 
the policies determined by the Assistant Commissioner responsible 
for the inspection function. A periodic inspection of the various 
offices will be conducted to determine whether they are operated in 
accordance with applicable laws and instructions. Pre-employment 
character investigations and personnel investigations, now handled 
by Special Agents, will be another function of the Chief Inspector’s 
office. 

At the local level, each District will have offices in principal cities 
with a Deputy District Commissioner in charge and will incorporate 
in one office the work now being performed in the separate offices of 
Collectors, Internal Revenue Agents in Charge, District Supervisors 
of the Alcohol and Tobacco Tax Division and other field offices. 
Within this combined local office will be field representatives of the 
Appellate Division, a Cashier Division, an Administrative Division 
and an Enforcement Division. The last named division probably will 
conduct the largest number of activities since it includes a Delinquent 
Collections and Returns Branch, an Audits Branch (all taxes), a 
Special Investigations Branch (fraud and racketeer) and an Alcohol 
and Tobacco Branch. The Audits Branch will be broken down into 
an Office Audit Section and a Field Audit Section, each with a further 
subdivision into Audit Units headed by Group Chiefs who will hold 
informal conferences with taxpayers and their representatives. 

The question of how the key positions would be filled was raised 
in committee hearings before both the Senate and the House of Rep- 
resentatives. Testimony of Hon. Robert Ramspeck, Chairman, Unit- 
ed States Civil Service Commission,?? indicated that the new jobs will 
be classified, the examination requirements set, and open competitive 
examinations announced, limited to the geographical area to be served 
by the new office. Any of the present Collectors of Internal Revenue 
or any other present employees will be entitled to file their applica- 
tions along with all other individuals who can meet the qualification 
requirements. 

As in the case of other competitive civil service positions, the Sec- 


12 Hearings before Senate Committee on Government Operations on Reorgani- 
sation of the Bureau of Internal Revenue, 824 Cong., 2d Sess, 59 (1952). 
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retary of the Treasury will have a choice of filling the new jobs either 
by appointment resulting from open competitive examination, or by 
selecting a person with civil service status who meets the standards 
for the job on a noncompetitive basis. In other words, he can take 
someone from the top of the civil service register, or he can appoint 
a qualified person noncompetitively by reassignment, promotion, 
transfer, or reinstatement. However, if it is decided to fill any new 
position noncompetitively as described above, the candidate must meet 
exactly the same standards that will be required for open competition. 

With respect to the compensation to be paid to the officials under 
the proposed reorganization,** it is contemplated that the Bureau will 
recommend to the Civil Service Commission that positions of District 
Commissioners be classified at grade GS-18 ($14,800 per annum) 
and that the 70 positions provided for in the plan be assigned to 
grade GS-17 ($13,000 to $13,800 per annum) or grade GS-16 
($12,000 to $12,800 per annum). The 70 positions for the most part 
will be allocated to the Deputy District Commissioner positions and 
the balance among the most important of the following: District 
Counsel, Chief Inspector, and Assistant District Commissioner. 

In the Bureau headquarters in Washington, D. C., the plan author- 
izes the following new offices, all of which will be recommended for 
grade GS-18; Chief Counsel, Assistant Commissioner (technical), 
Assistant Commissioner (operations), Assistant Commissioner (in- 
spection). It is expected that in view of the continuing and increased 
responsibilities involved in many of the headquarters positions at the 
Washington level approximately 12 positions in grade GS-17 or 
grade GS-16 will be recommended from among the following offices: 
Assistant Chief Counsels, staff assistants to the Assistant Commis- 
sioners, Assistant to the Commissioner, and Assistant Head, Man- 
agement Staff. 

The geographical area to be covered by each of the 25 districts 
has not been worked out completely at this time but will be based 
upon the prospective workload, the population areas and the most 
economical routes of communication. 


III 


PROCEDURES FOR HANDLING RETURNS UNDER THE 
REORGANIZATION PLAN 


Under the reorganization plan, the tax return when filed goes first 
to the Cashier’s Division in the Deputy District Commissioner’s office 
which controls and deposits all tax payments and then forwards the 
return to the office of the Assistant District Commissioner, Collection 


_--—————————————————— 


18 Supra note 12, at 113. 
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Division. The Accounting Branch in this division makes a complete 
record of the return, in addition to preparing assessment lists, and 
then forwards it to the Returns Processing Branch where a mathe- 
matical verification is made, referral being made to the Accounting 
Branch when errors are found. The returns then will be sorted and 
assembled for examination and audit purposes and will be forwarded 
to the Audits Branch of the Enforcement Division. In this branch 
the return may follow one of two channels depending upon the 
amount involved. A return reflecting gross income below a certain 
amount will go to the Office Audit section where an Audit Unit 
under the supervision of a group chief will carry out the investigation 
by correspondence or by holding an informal conference with the tax- 
payer or his representative, where proposed changes are in dispute, 
with a view toward reaching an agreement. A return showing gross 
income of a larger amount will be routed to the Field Audit section 
where the assignment will be made to an examining officer in one of 
the Audit Units. When the agent goes to the taxpayer’s place of 
business to make the investigation necessary to verify the income 
tax return, other agents will accompany him to examine the excise- 
tax, social security tax and withholding tax records so that only one 
examination a year may be necessary instead of three or four as is the 
case under present procedures. In the event the taxpayer and the 
agent cannot resolve any difference that may arise with respect to 
tax liability, an informal conference may be arranged with the group 
chief of the agent’s unit in an attempt to reach an agreement on the 
matter. 

The taxpayer is given an opportunity for a hearing before the Com- 
ference Branch of the Appellate Division in the District Commis- 
sioner’s office where an agreement cannot be reached in either the 
Office Audit section or the Field Audit section. Upon failure of 
settlement in the Conference Branch the next step is for the taxpayer 
to file a petition with the Tax Court. Opportunity for settlement 
before trial will still be available but will require concurrent approval 
by both the Conference Branch and the Trial Branch of the Appellate 
Division. It should be pointed out that if facts are uncovered during 
the examination that indicate an effort to defraud the Government, 
an agent from the Special Investigations Branch (fraud and racke- 
teer) may be called in to develop that aspect of the case. 


IV 


PRINCIPAL OBJECTIONS RAISED TO THE REORGANIZATION PLAN 


The most important question raised in connection with the proposed 
reorganization plan was that it might take away some of the rights of 
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taxpayers.'* It has been suggested that the right of taxpayers to 
maintain suit against Collectors, with right to trial by jury, will not 
survive under the plan. 

Under the present system a taxpayer seeking refund of taxes 
through court action may follow one of three courses, namely, (1) sue 
the Collector to whom he has paid the tax, regardless of the amount, 
and with the right to a jury trial; (2) bring suit against the United 
States in the district court, without a jury, if the amount does not 
exceed $10,000, or, if the Collector is dead or out of office regardless 
of amount; or (3) he may bring suit against the United States in 
the Court of Claims, without a jury, regardless of amount. The 
General Counsel for the Department of the Treasury issued a memo- 
randum’* which stated that the reorganization plan would not deprive 
the taxpayer of the right of suit with a jury trial that he now has 
against the Collector. It was pointed out that the suit against the 
Collector is not a statutory suit but is in the nature of a common law 
action of assumpsit for money had and received. Under the proposed 
plan all duties and responsibilities necessary to bringing a suit for 
money had and received against an officer or employee of the Federal 
Government in a tax proceeding will be placed in the office of the 
newly created Deputy District Commissioner. Thus the existing 
right to bring suit against Collectors will survive and along with 
that the existing right to trial by jury will not be disturbed. Oppo- 
nents of the plan contended that this right of suit was not a common 
law action because, as such, it could be maintained only where payment 
of the tax was made under protest so that the Collector would be 
put on notice and thereby make it possible to enforce a personal lia- 
bility against him under the common law of agency. Since section 
3772 (b) of the Internal Revenue Code provides that any suit or 
proceeding for refund may be maintained whether or not the tax, 
penalty, or other sum has been paid under protest or duress, and 
since the action is a right implied by the courts from statutes creating 
the Office of Collector of Internal Revenue, it was contended that 
the abolishment of this office would seem to prejudice this right of 
action. A written opinion of the Attorney General of the United 
States’’ took the position that the right of action would survive the 
adoption of the reorganization plan. It was stated that two of the 
most recent decisions’* of the Supreme Court of the United States on 

14 Statement of Senator Walter F. George. Supra note 12, at 206. 

15 Supra note 14. 

16 Supra note 12, at 237. 


17 Supra note 12, at 239. 


18 United States v. Kales, 314 U.S. 186 (1941). United States v. Nunnally 
Investment Co., 316 U.S. 258 (1942), 
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this point nullified the argument that the common law basis for the 
action against the Collector has been expressly removed by legisla- 
tion. In view of the fact that the right to maintain such a common 
law suit does not arise by statute, there is no reason why the prin- 
ciple should not survive if the office of the Collector is abolished and 
its functions transferred to the Deputy District Commissioner. 

The Attorney General has charge of the defense of this type of 
suit and the opinion of his Department indicates that technical objec- 
tion would not be raised by the Government against jury trial in a 
tax suit. Of course, this policy could be changed if a new Attorney 
General came into office. Mr. John B. Dunlap, Commissioner of 
Internal Revenue, testified before the Senate Committee’® that where 
the taxpayer did not choose to go to the Tax Court, the usual pro- 
cedure was to bring suit against the United States in the district court 
or the Court of Claims. He stated further that in the last two fiscal 
years there were not more than 22 cases per year where suit was 
brought against a Collector with a resort to jury trial. 

Another objection to the reorganization plan was that it failed to 
make estimates of expected economies in the cost of operating the 
Bureau. Hon. John W. Snyder, Secretary of the Treasury, in his 
testimony before the House Committee”® stated that the plan would 
result in an increase in efficiency of operation and also create a number 
of economies but in the initial stages it would be impossible to estimate 
with reasonable accuracy the amount of such savings. 

Some of the opponents to the plan argued that it would lead to 
undue and unwise centralization of power in the Secretary of the 
Treasury. However, the plan does not provide for any greater 
authority in the Secretary of the Treasury or in the Commissioner 
of Internal Revenue over the function of collecting the revenue. Pro- 
vision is made merely to abolish certain statutory offices within the 
Bureau and substitute other offices for those positions. 

The argument was advanced that it would be easier for the Presi- 
dent to remove Presidential appointees who were guilty of improper 
acts than it would be to remove District Commissioners if they were 
protected by the cloak of civil service. It should be pointed out that 
civil service employees can be removed from the service quickly and 
easily whenever the head of an agency has cause for seeking the dis- 
missal. With respect to patronage appointments as compared with 
civil service appointments, political leaders who have sponsored an 


19 Supra note 12, at 235. 


20 Hearings before Committee on Expenditures in the Executive Departments 
on H.R. Res. 494, 82d Cong., 2d Sess. 40 (1952). 
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official very often bring pressure upon a Government agency to 
retain the official despite the existence of cause for his removal. 

Objection was made to the plan on the ground that the conference 
presently available to the taxpayer in the office of the Internal Reve- 
nue Agent in charge would be abolished and in its place there would 
be substituted an informal conference at the group chief level. It 
was argued that this decreased the taxpayer’s opportunities to settle 
his case without employing legal counsel and appealing to the Ap- 
pellate Division. This does not appear to be a valid objection since 
in most cases, where agreements cannot be reached with the examin- 
ing officer, the taxpayer usually retains legal counsel or an agent 
enrolled to practice before the Treasury Department to file his pro- 
test and represent him at any hearing that may be held. In this 
respect, it would seem that the taxpayer will not be in any worse 
position on the question of conferences than under the present system. 


Vv 


CONCLUSION 





It is evident that implementation of the reorganization plan will 
not be an easy and simple task. Although considerable planning has 
been done, there surely will be difficulties and problems that could not 
be anticipated and that will become apparent only when the proposed 
changes are put into effect. For this reason, minor adjustments 
and modifications will be inevitable, and it is not possible at this 
time to predict the changes that undoubtedly will be made. 

A study of the reorganization plan reveals that it has many advan- 
tages and few disadvantages when compared with the present Bureau 
organization. The most important advantages are: 


1. The new organization will have clear lines of authority from 
top to bottom with pinpointed responsibility which should promote 
the highest performance and efficiency on the part of Bureau em- 
ployees. 


2. With the smaller number of field offices reporting directly to 
Washington, top line and staff officers will be able to concentrate 
more on executive direction and over-all program planning and re- 
search, 

3. Taxpayers will be able to transact all matters relating to federal 
taxes in one office and probably will be subjected to one examination 
only each year for all classes of taxes. 

4. Operating economies should result from savings in processing 
and filing operations as well as travel and per diem costs although 
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it is impossible to even approximate the amount because of the com- 
plicated structure that exists at the present time. 

5. Greater protection should be provided against privilege and 
corruption although no pretense is made that the placing of prac- 
tically all of the positions under civil service will correct these evils. 
Civil service is no guarantee that these types of irregularities will not 
occur again but the new organization will undoubtedly reduce the 
opportunity for their repetition and will aid in bringing them to light 
sooner than would have occurred under the old organization. 

The chief disadvantage brought out by opponents of the plan was 
expressed in the question concerning the survival of the right of 
taxpayers to maintain suit against Collectors with the right to trial 
by jury. Opinions given by counsel of the Treasury Department and 
by the Department of Justice indicate that the rights will survive 
under the reorganization plan and should provide the answer to any 
objections of that nature. Tuomas J. DitLEHAY, Jr. 


COLLATERAL ESTOPPEL AND THE DOLLAR 
LITIGATION 


“Public policy dictates that there be an end of litigation; that those 
who have contested an issue shall be bound by the result of the con- 
test; and that matters once tried shall be considered forever settled 
as between the parties.”* Where litigation has extended for over 
six years as in the Dollar Steamship Lines case, sooner or later some 
aspect of res judicata seems appropriate. This has happened in 
United States v. Dollar,? an action by the United States to quiet title 
to Steamship Line stock in which the Government was held bound 
by collateral estoppel by virtue of a previous judgment of the United 
States Court of Appeals for the District of Columbia® in which it 
had been in privity with those Government officials who were nominal 
parties of record. The principal issue in the controversy is the own- 
ership of various shares of stock of American President Lines, Ltd. 
Even after six years, however, the litigation had not yet ended. Ap- 


1 Roberts, J., in Baldwin v. Iowa State Travelling Men’s Assn., 283 U.S. 
522, 525 (1931). 


2100 F.Supp. 881 (N.D. Cal. 1951). A resumé of the litigation through 
March, 1951 may be found in the appendix to the opinion in United States v. 
Dollar, 97 F.Supp. 50 (N.D. Cal. 1951). 


8 Dollar v. Land, 184 F.2d 245 (D.C. Cir. 1950). 
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peals are still pending in the Supreme Court* and in The United 
States Court of Appeals for the Ninth Circuit,> home of American 
President Lines. 


I 
BACKGROUND 


In 1938, due to the depression, the Dollar Steamship Lines found 
itself in dire financial straits, being indebted to the United States for 
over seven million dollars. As a result of an “adjustment agreement 
of August 15, 1938” * between Dollar, the majority stockholder, and 
the United States Maritime Commission, the Dollars were released 
from liability on their debt to the Government, for which the Dollars 
endorsed and turned over stock representing 92 percent of Dollar 
Lines to the Maritime Commission. The name of the Line was 
changed to American President Lines, Ltd., and from 1938 the 
Maritime Commission voted the Dollar stock at meetings of Amer- 
ican President Lines and managed the company. Due to the war 
prosperity, American President Lines ultimately repaid all debts with 
interest due the United States’? and Dollar, in 1945, demanded a 
return of his stocks alleging that they had been pledged as collateral, 
and were being wrongfully withheld by the members of the Maritime 
Commission. The Commission, represented throughout by attorneys 
from the Department of Justice, defended on the ground that the 
transaction had resulted in an outright transfer of the stock to the 
Maritime Commission and that the action of Dollar was a suit against 
the sovereign. Finally, before the Supreme Court in 1947, the juris- 
dictional issue, and only the jurisdictional issue, was decided. That 
is, if the 1938 transaction was a pledge, the suit was not against the 
United States but against the members of the Maritime Commission 
as individuals,* and the Court also pointed out that as such a judg- 
ment against them would “. . . not be res judicata as against the 
United States,” ° not a party. After various attempts to obtain the 


* Docket Nos. 32, 34, 247 and 248 of the 1951-52 term. See the opinion grant- 
ing certiorari in Land v. Dollar, 341 U.S. 737 (1951); also see Sawyer v. 
Dollar, 342 U.S. 875 (1951); In re Killion, 342 U.S. 875 (1951). However, 
Secretary of Commerce Sawyer expects a settlement of the Dollar dispute 
“very shortly.” Washington Post, May 4, 1952, §1, p. 6, col. 3. 

5 The appeal from the District Court in United States v. Dollar, 100 F.Supp. 
881 (N.D. Cal. 1951). 

® See United States v. Dollar, 97 F.Supp. 50, 51 (N.D. Cal. 1951). 

7 See Land v. Dollar, 190 F.2d 366, 368 (D.C. Cir. 1951). 

8 Land v. Dollar, 330 U.S. 731 (1947). 

® Jd. at 739. The instant case re-affirms the doctrine of United States v. Lee, 
106 U.S. 196 (1882), i.e, Federal officials of an administrative agency are an- 
swerable for their actions when personal property voluntarily placed in custody 
of such administrative agency is later wrongfully withheld. See note, 16 Gro. 
Wasu. L, Rev. 270 (1948). 





EDITORIAL NOTES 751 


stock, The United States Court of Appeals for the District of Colum- 
bia in July, 1950, in a suit by Dollar against the Chairman of the 
Maritime Commission’® held that the shares of stock were wrong- 
fully withheld by the members of the Commission and since title 
had never vested in the United States the suit was not against the 
sovereign. The contract under which the Dollars had delivered their 
stock to the Commission had resulted in a pledge rather than an out- 
right transfer of the stock. Judge Prettyman pointed out that Equity 
tends strongly to treat as mortgages or pledges transactions between 
debtors and creditors relating to property of the debtor. The 92 
percent transfer of its stock on a $7,000,000 debt was a mortgage. 
“To hold that the creditor not only received payment in full but also 
became the owner of the debtor in full and absolute ownership would 
require a clear, almost inescapable, dictate to that effect.”** Judge 
Prettyman could find no such language in the record. Further, the 
plan provided for a transfer to the Commission, not to the United 
States, and the Commission held the certificates in its own possession 
without transfer to any recognized repository of the United States 
property. The Commission was an authorized custodian of collateral 
security, but it was not an authorized titleholder for property perma- 
nently owned outright by the United States.*? 

This was a final adjudication on the merits, the Supreme Court 
having denied certiorari in November, 1950.1* The Dollars were now 
entitled to the stock. 

In the meantime, pursuant to a reorganization in the executive 
department the Maritime Commission was abolished and the Secre- 
tary of Commerce succeeded to its functions.* 

Pursuant to the final judgment The United States District Court 
for the District of Columbia, in December, 1950, entered an order 
that title to the shares, since they had never been legally divested, was 
in the Dollars.** The court of appeals*® narrowed the order entitling 
the Dollars to “effective possession” of the shares as against the de- 
fendants individually and held that the order was enforceable against 
the Secretary of Commerce, also that the judgment was effective only 
against the parties before the court and therefore was not res judicata 
against the United States, not a party. The Supreme Court denied 


10 Dollar v. Land, 184 F.2d 245 (D.C. Cir. 1950). 

11 Jd, at 254. 

12 Dollar v. Land, 184 F.2d 245 (D.C. Cir. 1950). 

13 Land vy. Dollar, 340 U.S. 884 (1950). 

14 Reorg. Pl. No. 21 of 1950, 15 Fep. Rec. 3178 (1950). 


Py 4 —— but set out in full in Land v. Dollar, 188 F.2d 629, 631 (D.C. 
ir. ; 


16 Land v. Dollar, 188 F.2d 629 (D.C. Cir. 1951). 
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certiorari..7 On the very day (March 12, 1951) that the Supreme 
Court denied certiorari to The United States Court of Appeals for 
the District of Columbia the Government shifted cross-country and 
filed in The United States District Court for the Northern District of 
California a complaint against the Dollars..* The claim urged was 
“substantially the same” as that unsuccessfully advanced by Govern- 
ment counsel for the members of the Maritime Commission in the 
District of Columbia courts culminating in a final adjudication against 
the members of the Maritime Commission.’® 

Back in the District of Columbia, the district court on March 16, 
1951 entered an order directing the Secretary of Commerce to endorse 
the stock in blank, deliver it to the Dollars, and to instruct the Ameri- 
can President Lines to make the transfers of record. Also, the clerk 
of the court was given power to execute the order in the event the 
Secretary of Commerce failed to comply.2® Three days later, on 
March 19, 1951, the Dollars registered The United States District 
of Columbia District Court judgment in the California District 
Court.”* 

The Secretary of Commerce delivered the stock, but he refused to 
endorse it, or to instruct the company to record the Dollars as owners 
and warned the company not to transfer the stock. The Secretary of 
Commerce was acting on instructions from the President, “. . . you 
are directed to continue to hold this stock on behalf of the United 
States.” 2 Despite the order of the court, the Secretary of Com- 
merce issued proxies to Commerce Department officials who were 
recognized by the Government-elected President of American Presi- 
dent Lines** at the next stockholders’ meeting of that company. At 
the same time the Dollars, who had appeared with the certificates en- 
dorsed by the clerk of The United States District Court for the Dis- 
trict of Columbia, were ignored.** 


17 Land v. Dollar, 340 U.S. 948 (1951) (March 12th). 

18 See memorandum of Justice Frankfurter in Land v. Dollar, 341 U.S. 737, 
740 (1951). See also United States v. Dollar, 97 F.Supp. 50 (N.D. Cal. 1951). 

19 See Land v. Dollar, 341 U.S. 737, 743 (1951). 

20 Sawyer v. Dollar, 190 F.2d 623 (D.C. Cir. 1951). 

2128 U.S.C. § 1963 (Supp. 1951), which provides that a final judgment of 
one district court upon registration in another district shall have the “same 
effect” as in the former and “may be enforced in like manner.” See also 
Sawyer v. Dollar, 190 F.2d 623 at 632 (D.C. Cir. 1951). 

22 Sawyer v. Dollar, 190 F.2d 623, 639 (D.C. Cir. 1951). The text of the 
letter appears in Brief ‘for Petitioner, p. 9, Land v. Dollar, 341 U.S. 737 (1951). 

. . . the United States considers the judgment and decree of this court, hold- 
ing the 1938 transactions to be a pledge to be ‘a serious miscarriage of justice 
and for that reason has declined, by direction of the President, to acquiesce in 
it’ ” Land v. Dollar, 190 F.2d 366, 369 (D.C. Cir. 1951). 

23 George Killion. 

24 See Land v. Dollar, 190 F.2d 366, 369 (D.C. Cir. 1951). 
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The United States Court of Appeals for the District of Columbia 
issued a rule requiring the Secretary of Commerce and other officials 
of the Justice Department to show cause why they should not be held 
in contempt for refusing to obey a court order directing them to sur- 
render “effective possession” of the stock to the Dollars.** The court 
of appeals also issued a temporary restraining order on April 10, 
1951, against the defendants to prevent them from bringing any in- 
consistent proceedings in California.** To these orders the Supreme 
Court granted certiorari’ with opinion on June 4, 1951. In the 
meantime, The United States Court of Appeals for the District of 
Columbia had held the defendants were guilty of contempt for failure 
to comply with their previous decrees** and on appeal, here also the 
Supreme Court in November, 1951, granted certiorari.?® 

Meanwhile, in California, the district court®® had awarded the Gov- 
ernment an injunction pendente lite (April 6, 1951) in order to pre- 
vent irreparable injury and to maintain the status quo. This was 
affirmed by The United States Court of Appeals for the Ninth Circuit 
and is still in effect, certiorari having been denied by the Supreme 
Court January 7, 1952.*4 

The district court in California on the action by the Government 
to quiet title to the stock granted summary judgment to the Dollars, 
apparently ignoring the District of Columbia court’s and the Supreme 
Court’s repeated pronouncements that since the Government was not 
a formal party of record, res judicata would not operate against it.*? 
The California district court held that since the Government had been 
in privity with those officials who had been defendants of record in 


25 Land v. Dollar, 190 F.2d 366 (D.C. Cir. 1951). 

26 See Land v. Dollar, 341 U.S. 737, 738 (1951). 

27 Land v. Dollar, 341 U.S. 737 (1951). Here, the final adjudication (supra 
note 13 on the merits in Dollar v. Land, 184 F.2d 245 (D.C. Cir. 1950), cert. 
denied, 340 U.S. 884 (1950), declaring ownership of the stock to be in the 
Dollars as against the individual defendants, became in a sense unfinal. In 
the June 4, 1951, opinion of the Supreme Court granting certiorari, 341 U.S. 
737, to The United States Court of Appeals for the District of Columbia on the 
Sawyer and Killion contempt cases, the Court referred to the previous Novem- 
ber denial of certiorari (supra note 13) on the ownership issue and indicated 
that it would “continue” on its docket the motion for reconsideration of the 
denial of certiorari “. . . so that there may be no question as to this Court’s 
control over No. 353 [holding ownership of the shares to be in the Dollars] 
for whatever action may be deemed appropriate.” Land y. Dollar, 341 U.S. 
737, 738 (1951). In other words, the Supreme Court has now left itself open 
to consider the whole case, t.e., the contempt issue, the ownership issue, and 
what will no doubt be an extensive review of suits against Government officials 
as they affect the sovereign immunity doctrine. 

28 Sawyer v. Dollar, 190 F.2d 623 (D.C. Cir. 1951). 

29 Sawyer v. Dollar, 342 U.S. 875 (1951). 

30 United States v. Dollar, 97 F.Supp. 50 (N.D. Cal. 1951). 

31 Dollar v. United States, 190 F.2d 547 (9th Cir. 1951) (June 22d), cert. 
denied, 342 U.S. 910 (1952). 

32 United States v. Dollar, 100 F.Supp. 881 (N.D. Cal. 1951) (October 3d). 

7 
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the prior litigation wherein the issues presented had been finally and 
conclusively adjudicated, it had had its day in court and was bound 
by that result.** 

The Dollars thus having prevailed in the district court in Califor- 
nia, apparently too anxious to await the outcome of the pending appeal 
in The United States Court of Appeals for the Ninth Circuit, peti- 
tioned directly to the Supreme Court of the United States for cer- 
tiorari, thereby seeking to remove the entire record and cause, includ- 
ing the California district court injunction of April 6, 1951°* and the 
court of appeals affirmance of June 22, 1951** from the ninth circuit 
directly to the Supreme Court. This was denied January 7, 1952.%* 
Apparently the Supreme Court is awaiting the decision of The United 
States Court of Appeals for the Ninth Circuit. 


II 
THE Rute CALLED COLLATERAL ESTOPPEL 


The broad rule of res judicata includes the familiar concepts of 
merger and bar and the less familiar concept of collateral estoppel.* 
A judgment for the defendant operates as a bar in terminating the 
plaintiff's original cause of action. Judgment for the plaintiff affects 
a merger of his cause of action, so that his original cause of action is 
terminated and a cause of action on the judgment takes its place.** 
Collateral estoppel precludes the parties from asserting in subsequent 
suits those issues actually decided in a prior case between the parties 
or their privies on matters arising from the same transaction or set 
of circumstances.*® The clearest example of the operation of col- 
lateral estoppel is the instance of suits on recurring liabilities, such as 
rent or interest payments, each successive one being a different cause 
of action. Any determination of an issue, such as the validity of 
an instrument, decided in a prior suit, cannot again be asserted.*® 

The rule of collateral estoppel begins with the proposition that 
where a second suit between the same parties is on a different cause 
of action, judgment in the prior suit operates as an estoppel as to 
those matters, and only those matters, which were in issue and upon 


33 [bid. 

34 Supra note 30. 

35 Supra note 31. 

36 Dollar v. United States, 342 U.S. 910 (1952); See also 20 U.S.L. Week 
3169, January 2, 1952. 

87 See Scott, Collateral Estoppel by Judgment, 56 Harv. L. Rev. 1 (1942). 

38 Caterpillar Tractor Co. v. International Harvester Co., 120 F.2d 82 (3d 
Cir. 1941). 

39 Ibid, 

40 New Orleans v. Citizens’ Bank of Louisiana, 167 U.S. 371 (1897). But cf., 
Spilker v. Hankin, 188 F.2d 35 (D.C. Cir. 1951). 
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which the previous judgment was rendered.** The matter, once 
finally determined by a court of competent jurisdiction cannot again, 
in a subsequent suit, be disputed by the parties or their privies.* 
Collateral estoppel, however, does not prevent relitigation of matters 
which might have been decided in the first action.** 

Res judicata, the inclusive concept, operates to preclude a second 
suit between the same parties on the same cause of action, not only 
as to those matters actually litigated but also those which might have 
been litigated.‘ The basis for res judicata is evident, well founded, 
and uncontroverted. Public policy favors economy of judicial time 
and there must be certainty in legal relations. Expensive, repetitious 
litigation, which burdens courts and litigants alike, where the parties 
have once had a full opportunity to present their cases, must come to 
anend. The basis, and also the difference between, the closely related 
res judicata and collateral estoppel concepts is well stated in the oft- 
quoted Southern Pacific Railroad Company v. United States opin- 
ion :*° 

. a right, question, or fact distinctly put in issue and directly 
determined by a court of competent jurisdiction, as a ground of 
recovery, cannot be disputed in a subsequent suit between the 


same parties or their privies; and even if the second suit is for 
a different cause of action, the right, question or fact once so 


determined must, as between the same parties or their privies, 
be taken as conclusively established, so long as the judgment in 
the first suit remains unmodified. This general rule is demanded 
by the very object for which civil courts have been established, 
which is to secure the peace and repose of society by the settle- 
ment of matters capable of judicial determination. Its enforce- 
ment is essential to the maintenance of social order. . . . 


Both res judicata and collateral estoppel depend on a final adjudi- 
cation on the merits** by a court of competent jurisdiction. Under 
the Federal Rule regarding registration of a judgment of a district 
court in other districts, a judgment is termed final when appeal has 


41 Cromwell v. County of Sac, 94 U.S. 351 (1877) ; United States v. Silliman, 
167 F.2d 607 (3d Cir. 1948); Pippin v. United States, 121 F.2d 98 (D.C. 
Cir. 1941); Adley Express Co. v. Corn Exchange Bank Trust Co., 99 F.Supp. 
Cia) N.Y. 1951). See Commissioner v. Sunnen, 333 U.S. 591, 597-98 

42 Southern Pacific R.R. v. United States, 168 U.S. 1 (1897) ; ResTATEMENT, 
Jupcments § 68 (1942). 

43 Cromwell v. County of Sac, 94 U.S. 351 (1877); La Fontaine v. The 
G. M. McAllister, 101 F.Supp. 826 (S.D. N.Y. 1951); See Commissioner v. 
Sunnen, 333 U.S. 591, 597-598 (1948). 

44 Heiser v. Woodruff, 327 U.S. 726 (1946); Chicot County Drainage Dist. 
v. Baxter State Bank, 308 U.S. 371 (1940). 

45168 U.S. 1, 48-49 (1897). 

46 Hughes v. United States, 4 Wall. 232 (U.S. 1866) ; Clegg v. United States, 
112 F.2d 886 (10th Cir. 1940). 
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been exhausted or when the time for appeal has expired.*7 A judg- 
ment obtained on the basis of a procedural defect is not binding, save 
as to that defect, as such a judgment is not upon the merits.** 

The classic distinction between collateral estoppel, though not re- 
ferred to as such, and res judicata, was made by Justice Field in his 
1877 opinion of Cromwell v. County of Sac:*° 


. . there is a difference between the effect of a judgment as a 
bar or estoppel against the prosecution of a second action upon 
the same claim or demand, and its effect as an estoppel in an- 
other action between the same parties upon a different claim or 
cause of action. In the former case, the judgment, if rendered 
upon the merits, constitutes an absolute bar to a subsequent ac- 
tion. It is a finality as to the claim or demand in controversy, 
concluding parties and those in privity with them, not only as to 
every matter which was offered and received to sustain or defeat 
the claim or demand, but as to any other admissible matter which 
might have been offered for that purpose. . 

But where the second action between the same parties is upon 
a different claim or demand, the judgment in the prior action 
operates as an estoppel only as to those matters in issue or points 
controverted, upon the determination of which the finding or 
verdict was rendered. In all cases, therefore, where it is sought 
to apply the estoppel of a judgment rendered upon one cause of 
action to matters arising in a suit upon a different cause of action, 


the inquiry must always be as to the point or question actually 
litigated and determined in the original action, not what might 
have been thus litigated and determined. Only upon such mat- 
ters is the judgment conclusive in another action. 


The term “collateral estoppel” came into its own when the Amer- 
ican Law Institute published the Restatement of Judgments in 1942.°° 
However, on occasion the concept is termed estoppel by judgment, 
estoppel by record, or estoppel by decision.** The term collateral 
estoppel has, nevertheless, found judicial®* and academic®* acceptance. 


4728 U.S.C. § 1963 (Supp. 1951); Abegglen v. Burnham, 94 F.Supp. 484 
(D. Utah 1950). 

48 Oerlikon Machine Tool Works Buehrle & Co. v. United States, 102 F.Supp. 
417 (Ct. Cl. 1952). See Dern v. Tanner, 96 F.2d 401 (9th Cir. 1938). 


4994 U.S. 351, 352-353 (1877). 

50 Scott, supra note 37, at 3. The terms “precluded by judgment” and “collat- 
eral preclusion” were also considered. 

51 See United States v. Dollar, 100 F.Sunp. 881, 886 (N.D. Cal. 1951); 
Woods v. Duval, 151 Kan. 472, 99 P.2d 804 (1940). 


52 See, e.g., Commissioner v. Sunnen, 333 U.S. 591 (1948); Caterpillar 
Tractor Co. v. International Harvester Co., 120 F.2d 82 (3d Cir. 1941) ; United 
States v. Cathcard, 70 F.Supp. 653 (D. Neb. 1946). 


( oan Fryer AND BENSON, CASES AND MATERIALS ON LEGAL METHOD 756 
1949). 
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While res judicata precludes any relitigation of the same cause of 
action between the same parties regardless of the issues raised, col- 
lateral estoppel prevents only the relitigation of matters actually de- 
termined. Thus it becomes necessary to decide in a subsequent suit, 
whether the claims in the two actions are the same, i.e., is the relief 
sought in the first action being sought again—merely disguised in 
different grounds? The plaintiff cannot in a later action seek the 
same relief on different grounds from those that failed to accord him 
relief in the first action.** Mr. Justice Holmes once stated, “. . . the 
whole tendency of our decisions is to require the plaintiff to try his 
whole cause of action and his whole case at one time.” ** Just as a 
plaintiff cannot split his cause of action he cannot divide his grounds 
of recovery. 

It should be noted that there are limitations to the collateral estop- 
pel rule. In the recent Supreme Court opinion of Commissioner v. 
Sunnen,*® the doctrine was discussed but not applied. Instead, an 
exception to the rule was set out, viz., collateral estoppel will not be 
applied in a subsequent suit between the same parties after an inter- 
vening change in the law. Other tax cases have avoided the doctrine, 
making it doubtful whether courts will apply it in tax cases. In 
these cases the courts often find a different factual picture or a differ- 
ent legal atmosphere involving different tax years.*’ In the tariff 


case of United States v. Stone & Downer Co.,** collateral estoppel 
was not applied where to have done so would have resulted in un- 
fairness between various importers. The difference in degree of the 
burden of proof required in criminal and civil cases often precludes 
application of the doctrine of collateral estoppel as to issues previously 


54 People v. Detroit, G. H. & M. Ry., 157 Mich. 144, 121 N.W. 814 (1909). 
RESTATEMENT, JUDGMENTS §63 (1942). In the Detroit Railway case, supra, 
the state brought an action to collect a general tax from a railroad that had 
obtained a special corporate charter exempting it from general taxes. After 
losing the first action the state was precluded from bringing a second action 
against the railroad (quo warranto) to forfeit the special charter in an attempt 
to make it subject to the general tax. 

55 United States v. California & Oregon Land Co., 192 U.S. 355, 358 (1904). 
The United States in an action to cancel land patents was bound by an adverse 
judgment in a previous suit (defendant was a bona fide purchaser without 
notice) where the subsequent suit was on a different ground (defective land 
grant) that had existed at the time of the former action. (But cf. La Fontaine 
v. The G. M. McAllister, 101 F.Supp. 826 (S.D. N.Y. 1951). 

56 333 U.S. 591 (1948). 


57 E.g., Jones v. Trapp, 186 F.2d 951 (10th Cir. 1950); Commissioner v. 
Texas-Empire Pipeline Co., 176 F.2d 523 (10th Cir. 1949); Pelham Hall Co. 
v. Hassett, 147 F.2d 63 (ist Cir. 1945); Blalock v. Allen, 100 F.Supp. 869 
(M.D. Ga. 1951) ; Boeing v. United States, 98 F.Supp. 581 (Ct. Ci. 1951). See 
also note, Collateral Estoppel as to Questions of Law in Federal Tax Cases, 
35 Iowa L. Rev. 700 (1950). 


58 274 U.S. 225 (1927). 
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litigated in those controversies involving a criminal and civil action.*® 
Public policy against monopoly will override collateral estoppel in 
patent cases.*° And, again, it must be remembered that the issue 
sought to be held binding against an adversary in a subsequent suit 
on another cause of action must have been actually litigated. In 
the words of Justice Field: 


. . a judgment . . . upon a question directly involved in one 
suit, is conclusive as to that question in another suit between the 
same parties. But to this operation of the judgment it must ap- 
pear . . . that the precise question was raised and determined in 
the former suit. If there be any uncertainty . . . the whole 
subject-matter of the action will be at large, and open to a new 
contention... .% 


III 
THE GOVERNMENT IN PRIvity witH Its OFFICIALS 


The usual statement of the res judicata doctrine includes the term 
“privies” as being bound, or entitled to any advantage, along with 
the parties of record, by a previous judgment on the merits by a court 
of competent jurisdiction.» The person in privity, though not a 
party, who controls the action, and who has a financial or proprietary 
interest in the outcome of the litigation is bound along with the parties 
of record.® 


The Government in the Dollar litigation fits into the above broad 
doctrine. In other cases the Government has been bound solely on 
the principle of collateral estoppel where it has attempted to re-assert 
issues once litigated.** It has been accorded the benefits of issues 


59 Helvering v. Mitchell, 303 U.S. 391 (1938). Thus in United States v. 
Gramer, 191 F.2d 741 (9th Cir. 1951), a previous adjudication of not guilty 
of a violation of the Federal Food, Drug and Cosmetic Act did not preclude 
a later action by the Government for seizure and condemnation of the drugs 
involved, pursuant to the provisions of the same act. But cf. United States v. 
Bower, oe F.Supp. 19 (E.D. Tenn. 1951). 

60 See Buromin Co. v. National Aluminate Corporation, 70 F.Supp. 214, 218 
(D. Del. 1947). 

61 Russell v. Place, 94 U.S. 606, 608 (1876). Justice Field also gave the 
opinion in Cromwell v. County of Sac, 94 U.S. 351 (1877), supra note 49. 

62 See, ¢.g., Cromwell v. County of Sac, supra note 61; United States v. 
Munsingwear, 340 U.S. 36 (1950); Commissioner vy. Sunnen, 333 U.S. 591 
(1948) ; Oklahoma v. Texas, 256 U.S. 70 (1921); Southern Pacific R.R. v. 
United States, 168 U.S. 1, 48-49 (1897); Continental Oil Co. v. Jones, 176 
F.2d 519 (10th Cir. 1949); Stark v. Baltimore Soda Fountain Mfg. Co., 101 
F.Supp. 842 (D. Md. 1952). REesTaTEMENT, JuDGMENTS § 83 (1942). 

63 RESTATEMENT, JUDGMENTS § 84 (1942). 

64 George H. Lee Co. v. FTC, 113 F.2d 583 (8th Cir. 1940); United States 
v. Cathcard, 70 F.Supp. 653 (D. Neb. 1946). In the Lee case, supra, a previous 
suit by the FTC against Lee (charging misbranding in violation of the Food 
and Drugs Act and to condemn forty-seven packages of Lee’s “Gizzard 
Capsules,” a poultry vermifuge) had resulted in a holding for the manufacturer 
and against the Commission. In a subsequent action against Lee, charging the 
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previously litigated in its favor.°° The record in the Dollar contro- 
versy shows that the attorneys for the Secretary of Commerce were 
“Government” attorneys.®* In other cases the Government has been 
bound by, and received the benefits of, previous litigation on the 
privity argument.** The Supreme Court in Sunshine Anthracite 
Coal Co. v. Adkins,®* maintained that, “Where the issues in separate 
suits are the same, the fact that the parties are not precisely identical 
is not necessarily fatal.°° The Court also pointed out that there is 
privity between officers of the same Government so that a previous 
judgment in a suit between a party and a Government official is res 
judicata (collateral estoppel) in relitigation of the same issue between 
that party and another Government official, so long as the official 
in the first action had full authority to act for the Government.” 
However, Justice Frankfurter has made it clear that in order for the 
Government to be bound as being in privity with a Government 
official it must have exercised a reasonable degree of influence in 
the previous litigation. 


If the United States in fact employs counsel to represent its 
interest in a litigation or otherwise actively aids in its conduct, 
it is properly enough deemed to be a party and not a stranger 
to the litigation and bound by its results. . . . But to bind the 
United States when it is not formally a party, it must have a 
laboring oar in the controversy.” 


Government corporations are not in privity with the sovereign so 
as to enable them, on their own, to exercise sovereign immunity.” 


use of unfair methods of competition under the Federal Trade Commission Act 
it was held that the Commission was bound by the adjudication in favor of the 
manufacturer in the previous action since the issue (the therapeutic value and 
effectiveness of the product) was the main basis for each of the proceedings and 
that representations regarding the product had been determined as not false 
by the court in the prior proceeding. 

65 See Continental Oil Co. v. Jones, 176 F.2d 519 (10th Cir. 1949); Clegg 
v. United States, 112 F.2d 886 (10th Cir. 1940). 

66 United States v. Dollar, 100 F.Supp. 881, 887 (N.D. Cal. 1951). 

67 See Sunshine Coal Co. v. Adkins, 310 U.S. 381 (1940); Tait v. Western 
Maryland Ry. Co., 289 U.S. 620 (1933) ; See also cases cited in note 62, supra. 
But cf., two tax cases: United States v. Nunnally Investment Co., 316 U.S. 258 
(1942) ; United States v. Kales, 314 U.S. 186 (1941). 

68 310 U.S. 381 (1940). 

69 Jd. at 402. 

70 [bid. The California District Court holding in the Dollar case, 100 F.Supp. 
881 (N.D. Cal. 1951) is consistent. In the Dollar Litigation the Government 
was not bound until it became a party of record. Previous cases in the Dollar 
controversy had involved the defendants as individuals. 

71 Drummond vy. United States, 324 U.S. 316, 318 (1945). 

72 RFC v. J. G. Menihan Corp., 312 U.S. 81 (1941). See also, note, Govern- 
ment-owned Corporations, STEVENS AND Larson, CASES ON CoRPORATIONS 47 
(1947). 
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Such corporations do not enjoy sovereign immunity unless expressly 
endowed with it by statute.”* 

Reduced to its simplest terms, the result of the extensive litigation 
up to the time of the California district court opinion’* was that 
the Dollars were entitled to the possession of the shares as against 
the Secretary of the United States Maritime Commission and the 
Secretary of Commerce as individuals.”*> The Government was not 
bound by any form of res judicata because it was not a formal party 
of record.”* But by becoming a formal party of record it is bound 
by virtue of collateral estoppel on those issues tried and decided in 
the former action since the Government had been a “privy” in that 
action."* 

In a suit against a Government official, the usual defense is that 
the action is a suit against the sovereign. There should be at the out- 
set of such a controversy, a determination of whether or not this is 
the case. The controversies then fall into three categories: 


1. Where a suit is against a Government official in his official ca- 
pacity and a court so holds, the solution is simple. The Government 
either enters the litigation in his own name, in which case it is bound 
by the result, or it exercises its sovereign immunity and the individ- 
ual goes without remedy. 


2. Where a suit is against an official and the court holds that 
it is not a suit against the sovereign, but against the official as an 
individual, the official will usually be compelled to obey the dictates 
of the court. It is the threat of this kind of action that encourages 
the official to act within his authorized powers. 


3. But where a suit is against a Government official and the court 
holds that the suit is against him as an individual and not against the 
sovereign, and yet the Government disagrees, and gives aid and 
counsel to the official, the Government actually enters the litigation 
as a party in privity with the official, and in this instance should be 
bound by the result and precluded from bringing further actions in 
its own name on those issues already litigated to judgment. The 
Government can always bring another action if it has new issues. 

The Government in the Dollar controversy was not bound until, 
disgruntled, it tried to re-assert in California those issues in which 
its officials had previously been unsuccessful in the District of Colum- 


73 See United States v. Edgerton & Sons, 178 F.2d 763 (2d Cir. 1949); RFC 
v. J. G. Menihan Corp., supra note 72, at 83. 

7 United States v. Dollar, 100 F.Supp. 881 (N.D. Cal. 1951). 

75 See Land v. Dollar, 341 U.S. 737, 741 (1951). 

76 United States v. Dollar, 100 F.Supp. 881 (N.D. Cal. 1951). 


17 Ibid. 
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bia, by bringing an action to quiet title to the stock, thereby becoming 
a formal party of record.”® 

Thus, only in those comparably few instances in which suits are 
brought against Government officials, where, a. the courts have held 
the action to be against the official individually, and, b. the Govern- 
ment is unwilling to obey the rulings of the court, and defends the 
recalcitrant official, and most important, c. the Government itself 
comes into the controversy in its own name as a formal party of 
record, is the Government brought into litigation by an individual 
ostensibly against its will. 

Under this analysis the sovereign immunity is preserved, since the 
Government, by taking up the case of the official decreed to be only 
individually liable, has entered into the controversy, and when it does 
so, brings with it into court no special privileges not enjoyed by every 
litigant.”® 

The Government should no more be allowed to litigate through a 
Government official, and then if that official turns out to be unsuc- 
cessful, be able to bring another action in its own name, than a 
private citizen should be able to sue a Government agent and have that 
judgment preclude him only from again suing the agent, leaving him 
free to re-assert his action against the Government itself.*° 


IV 
CONCLUSION 


In a situation where the Government refuses to abide by a court’s 
valid judgment against its officials as individuals and persists in in- 
stituting further vexatious actions against the successful litigant not- 
withstanding such adverse judgment the doctrine of this case** illus- 
rates its own merit. The Government should not be allowed two 


78 Ibid. 

79 United States v. Jacobs, 100 F.Supp. 189 (N.D. Ala. 1951). In this case, 
the Railroad Retirement Board, an independent agency of the executive branch 
of the Federal Government, had brought an action under the Federal Railroad 
Unemployment Insurance Act to recover part of a judgment received by an in- 
jured employee from the employee’s suit against a railroad. Unsuccessful in 
the state court, the Government brought a subsequent action in the federal 
district court, where it was held to be bound by virtue of the previous judgment 
handed down by the Supreme Court of Alabama. “To avoid the application of 
res judicata,” the court pointed out, “plaintiff [Government] relies heavily upon 
the hoary axioms of the law that the United States cannot be sued without 
their consent; that their sovereign immunity can be waived only by Act of 
Congress . . .” United States v. Jacobs, supra, at 192. The defendant suc- 
cessfully met this argument by contending that when the sovereign sues, it 
brings with it no privileges which exempt it from the common fare of suitors. 

80 See, e.g., Adriaanse v. United States, 184 F.2d 968 (2d Cir. 1950); Brus- 
zewski v. United States, 181 F.2d 419 (3d Cir. 1950). 

81 United States v. Dollar, 100 F.Supp. 881 (N.D. Cal. 1951). 
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days in court by litigating through an official in one instance and 
in its own name in the second. On the other hand, it is obvious that 
the Government should not be bound in every action brought in its 
own name by decisions adverse to its officials incurred as individuals 
in previous actions connected with the litigation. Where Govern- 
ment officials as individuals have acted beyond their authority and 
the courts have so held, the Government should not be precluded from 
bringing an action to protect its own interests. 

After the Supreme Court decided in April, 1947 * that if the 1938 
transaction was a pledge, it would then follow that the stock had 
never been property of the United States, and that the stock was 
being wrongfully withheld by the Government officials, and that they 
had acted in excess of their authority and would be answerable for 
their actions; and after The United States-Court of Appeals for the 
District of Columbia held that the transaction was a pledge and not 
a sale ;** and after the Supreme Court denied certiorari in November, 
1950 on the pledge issue ;** the Attorney General had to make a 
choice. The Government could withdraw from the controversy and 
contend that no later judgment against the officials would bind the 
Government, or it could remain in the controversy. It should not be 
able to do both. Where the court finds that the Government itself 
was the active party, that it had made itself a privy, had handled a 
laboring oar, and sought to litigate the same issues its officials had 
asserted previously, the collateral estoppel doctrine should be applied. 
Thus the bases for res judicata are maintained. There is an end to 
expensive, burdensome, repetitious litigation and there is certainty 
in legal relations. The result is that a successful suit against a Govern- 
ment official will bind the Government only where notwithstanding 
the adverse judgments against its officials, the Government asserts 
again the adjudicated issues and consents to be bound by becoming 
a litigant eo nomine. Such a result is not unfair where the Govern- 
ment has been an active party, adequately defended.** 

The actions of the officials involved, even if upon the directions 
of the President,** are not to be condoned. The courts, even in their 
traditional reserved language, indicate displeasure regarding the 
actions of the Government.*®” 


82 Land v. Dollar, 330 U.S. 731 (1947). 
83 Dollar v. Land, 184 F.2d 245 (D.C. Cir. 1950). 
84 Land v. Dollar, 340 U.S. 884 (1950). 


85 Note, Suits Against Government Officers and the Sovereign Immunity 
Doctrine, 59 Harv. L. Rev. 1060 (1946). 


86 Supra note 22. 
87 See Land v. Dollar, 190 F.2d 366, 380 (D.C. Cir. 1951). 
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The Supreme Court need not find difficulty in following the Cali- 
fornia District Court in binding the Government defendants under 
the doctrine of collateral estoppel. A reversal on the collateral es- 
toppel issue would leave the United States free to litigate further the 
old pledge v. sale issue in a full trial on the merits with all the heavy 
costs, delay, and effort involved. Sovereign immunity need not be a 
stumbling block, since the Government is the acting party and as 
such may be said to consent to litigate and to be bound by the result. 
As for the contempt issue, the Court will undoubtedly have difficulty, 
since it would involve the compelling of an act of a member of the 
President’s Cabinet.8® However, the only way that the courts can 
enforce their orders is by virtue of contempt proceedings and the 
argument that judicial encroachment on the executive is a spectre 
defeating the genius of separation of powers, is of no merit where 
the opposite is the case. 

It is submitted that there is, in the words of Judge Murphy re- 
garding this litigation, a “classic example” and an “urgent need” 
for the application of the collateral estoppel doctrine.*®® 

Nap PETERSON. 


_ 88 See note, 65 Harv. L. Rev. 466, 473 (1952) for a discussion of contempt 
involving government officials in the instant litigation. A discussion of the con- 


tempt issue is beyond the scope of this note except insofar as it necessarily 
involves the collateral estoppel doctrine. 
89 United States v. Dollar, 100 F.Supp. 881, 891 (N.D. Cal. 1951). 
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ADMINISTRATIVE LAW—FEDERAL TRADE COMMISSION—CLAYTON 
Act—ENFORCEMENT Procepure.—After issuing against the respond- 
ent a cease and desist order under the Clayton Act, as amended by the 
Robinson-Patman Act §2(a), 49 Strat. 1526 (1936), 15 U.S.C. 
§ 13(a) (1946), the Federal Trade Commission held formal hearings 
on violation of the order. Upon finding a violation, the commission 
petitioned the United States Court of Appeals for the Second Circuit 
for affirmance of the order and a decree of enforcement. Held, while 
customarily the court, upon affirming such an order, appoints the 
commission a master to make inquiry as to the violation of the order, 
the court will here treat the commission’s findings as if the commission 
had been appointed a master, and will give a decree of enforcement on 
the basis of the commission’s findings of violation. Federal Trade 
Commission v. Standard Brands, Inc., 189 F.2d 510 (2d Cir. 1951). 

Section 11 of the Clayton Act provides that the commission may 
apply to a United States Court of Appeals for enforcement of its 
order if the person against whom the order has been filed “fails or 
neglects to obey such order” while it is in effect. 38 Strat. 734, 735 
(1914), 15 U.S.C. §21 (1946). In the same section the court is 
given jurisdiction to make a decree affirming, modifying or setting 
aside the order. 

In each of the earlier cases under the Clayton Act, supra, the com- 
mission had petitioned for enforcement of its order without first hav- 
ing determined the fact of violation in a formal hearing. The United 
States Courts of Appeals for the Second and Fourth Circuits estab- 
lished the practice of appointing the commission a special master after 
affirmance of the order to hold hearings on violations thereof. FTC 
v. Herzog, 150 F.2d 450 (2d Cir. 1945); FTC v. Standard Educa- 
tion Society, 86 F.2d 692 (2d Cir. 1936); FTC v. Baltimore Paint 
and Color Works, Inc., 41 F.2d 474 (4th Cir. 1930); FTC v. Balme, 
23 F.2d 615 (2d Cir. 1928). The commission would then report 
to the court, and upon a finding of violation, an enforcement order 
could be decreed. The reasons given for use of this procedure have 
been first that there is no violation until the order has been affirmed, 
Baltimore Paint and Balme cases, supra, or simply that it is the cus- 
tomary procedure, Hezog case, supra. 

On the other hand, the United States Court of Appeals for the 
Seventh Circuit has held in substance that proof of violation of the 
order is a condition precedent to the court’s taking jurisdiction. 
FTC v. Standard Education Society, 14 ‘F.2d 947 (7th Cir. 1926). 
But, if the proceedings following the entry of the order show some 
violation of the order, that will justify an affirming decree. FTC v. 
Morrissey, 47 F.2d 101 (7th Cir. 1931). In both of these cases the 
court was interpreting the enforcement provisions of § 5 of the Fed- 
eral Trade Commission Act as originally enacted, 38 Stat. 717, 719, 
720 (1914), which provisions were then virtually identical with 
those of the Clayton Act. 

[ 764] 
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While in the earlier cases the commission had argued that the court 
was not to determine the fact of violation of the order, the commis- 
sion in the instant Standard Brands case, supra, certified to the court 
a record of its violation hearing, held prior to the petitioning for 
affirmance. The commission argued that consideration of the find- 
ings by the court at the time of affirmance would avoid duplication of 
the commission’s efforts, and would also avoid a second court pro- 
ceeding for entry of the enforcement decree. The respondent cited 
the Balme case, supra, and those following it as holding that there 
is no violation prior to affirmance, thus opposed to the commission’s 
procedure. But the court stated that the cases did not so hold, and 
pointed to the formal hearing given the respondent in the instant 
case as fully securing his rights. 

While the instant case was pending, the commission, in FTC v. 
Whitney and Co., 192 F.2d 746 (9th Cir. 1951), argued that a deter- 
mination of violation of its order was an administrative matter, the 
commission’s findings being conclusive in the same manner as its 
determination of violation of the law. Clayton Act § 11, supra; Hills 
Brothers v. FTC, 9 F.2d 481 (9th Cir. 1926), cert. denied, 270 U.S. 
662 (1926). The commission argued that § 11 of the Clayton Act, 
supra, sets forth a condition precedent to the filing of an application 
for enforcement, not a condition precedent to an entry of an enforce- 
ment decree. Brief for petitioner, pp. 18-20, Whitney case, supra. 
The court, without comment on the argument of the commission, 
affirmed the order and appointed the commission a master to hear 
evidence on violation thereof, thus adopting the procedure followed 
by the courts of appeals for the second and fourth circuits in the 
earlier cases. 

While the legislative history of the Clayton Act, supra, gives no 
indication of the intent of Congress as to when and how violation of 
the commission’s order must be shown, congressional comment on the 
then similar corresponding provisions of the Federal Trade Commis- 
sion Act, supra, indicates that commission findings of violation of the 
order should be treated as conclusive, and that new evidence should 
be requested by the court only when quite essential. H.R. Rep. No. 
1142, 63d Cong., 2d Sess. 19 (1914) ; 51 Cone. Rec. 14768 (1914). 
Provision for enforcement of orders under the Interstate Commerce 
Act § 5, 34 Strat. 584, 591 (1906), as amended, 36 Star. 539, 555 
(1910), 49 U.S.C. $16 (12) (1946), expressly makes proof of 
violation of the order a condition precedent to a decree of enforce- 
ment. That § 11 of the Clayton Act, supra, does not contain express 
wording to that effect substantiates somewhat the argument that the 
matter is an administrative one. Nevertheless, the courts in all of 
the cases cited above have refused to treat the determination of viola- 
tion of the commission’s orders under the Clayton Act as an adminis- 
trative matter. 

Section 11 of the Clayton Act, supra, may be interpreted as requir- 
ing a determination of violation of the order by the commission prior 
to petitioning the court and a determination by the court of violation 
of the order prior to its entry of a decree. FTC v. Standard Educa- 

tion Society, 14 F.2d 947 (7th Cir. 1926); see FTC v. Balme, 23 
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F.2d 615, 622 (2d Cir. 1928) (concurring opinion, Judge L. 
Hand). That it might be interpreted as not requiring a determination 
of violation of the order by either the commission or the court prior 
to affirmance (because there can be no violation of the order prior to 
affirmance; Baltimore Paint and Balme cases, supra) is open to 
question. Section 11 of the Clayton Act provides, “If such person 
fails or neglects to obey such order . . . the commission . . . may 
apply . . . where the violation . . . is being committed... .” It 
would seem then that, contrary to the holdings in the Baltimore Paint 
and Balme cases, supra, there may be, for the purposes of an enforce- 
ment decree, a violation of the commission’s order prior to its affirm- 
ance. Further, only a procedure which requires at least an allega- 
tion by the commission of violation of the order as a requisite to the 
petition can be proper under the Act. 

In that it gives the court findings of violation upon which to take 
jurisdiction, the procedure in the instant case meets the requirements 
indicated by the United States Court of Appeals for the Fouth Cir- 
cuit. Since the procedure has been accepted by the United States 
Court of Appeals for the Second Circuit in spite of its holding in the 
Balme case, it can be assumed that the other courts of appeals will 
follow this lead. | ee oe 



































































ADMINISTRATIVE LAW—GOVERNMENT CoNTRACTS—CONCLUSIVE- 
NESS OF FINDINGS oF DEPARTMENT HEAD—FRaup.—Respondents 
sought to recover on a Government contract to build a dam. The con- 
tract contained the usual “Article 15” which provided that all disputes 
involving questions of fact would be decided by the contracting officer 
with right of appeal to head of the department whose decision would 
be final. The contractor filed a claim for adjustment in compensation 
after a change order had been issued pursuant to the contract. The 
contracting officer made an “equitable adjustment” for work covered 
by the change order, which the contractor appealed to the Secretary of 
the Interior. The Secretary of the Interior approved the contracting 
officer’s finding, and respondents brought suit in the Court of Claims. 
That court made 187 special findings of fact, and set aside the decision 
of the Secretary of the Interior on one claim as being “arbitrary,” 
“capricious,” and “grossly erroneous.” The Court of Claims further 
held that the contractor did not agree to be bound by computations 
based on arbitrary chosen figures which on their face show they must 
be wrong. Wunderlich v. United States, 117 Ct. Cl. 92 (1950). 
Held, reversing the Court of Claims, the department head’s decision 
under Article 15 is conclusive in absence of fraud which must be 
alleged and proved; “fraud” means conscious wrongdoing, an inten- 
tion to cheat, and “arbitrarily” “capricious” and “grossly erroneous” 
are not the equivalent of fraud. United States v. Wunderlich, 342 
U.S. 98 (1951). 

The problem here presented is the conclusiveness of a department 
head’s decision in a dispute concerning questions of fact under a Gov- 
ernment contract which expressly provides for such arbitral settle- 
ment. Article 15, the article here involved, provides that “. . . all 
disputes concerning questions of fact arising under this contract shall 
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be decided by the contracting officer subject to written appeal . . 
to the head of the department . . . whose decision shall be final and 
conclusive upon the parties thereto.” This article has been declared 
valid and enforceable. United States v. Callahan Walker Co., 317 
U.S. 56 (1942). The terms of the article are clear and precise, and 
contain no restrictions on the finality of a finding of fact made under 
it. The purpose of such provisions is to avoid expense and delay 
of litigation. United States v. Joseph A. Holpuch Co., 328 U.S. 234 
(1945); Martinsburg & Potomac R.R. v. March, 114 U.S. 549 
(1885); Kihlberg v. United States, 97 U.S. 398 (1878). The con- 
tractual aspect has been emphasized by the Supreme Court in this 
and prior decisions. It is reasoned that since the parties freely agreed 
to settle disputes in an arbitral fashion, judicial interference is unwar- 
ranted. However, it has long been complained by contractors that 
the Government contract is a printed form which the contractor must 
accept or reject in its entirety, and that contractors are, in effect, 
forced to accept the provision in question. 

Mr. Justice Jackson in his dissenting opinion in the instant case 
points out that “he who bargains to be made judge of his own cause 
assumes an implied obligation to do justice.” Mr. Justice Douglas, 
with whom Mr. Justice Reed concurred, stated in his dissent that 
the rule here announced will have wide application and a devastating 
effect, and that “It makes a tyrant out of every contracting officer.” 
In Ripley v. United States, 223 U.S. 695 (1912), it was stated that 
where an officer has been empowered by both parties to make a 
decision he is under a duty, by virtue of the extent and conclusive 
character of his decision, to exercise his judgment, not capriciously, 
but reasonably and with due regard to the rights of the contracting 
parties. 

A literal reading of Article 15 would indicate that departmental 
decisions on questions of fact could not be attacked for any reason; 
however, the United States Supreme Court has refused to uphold the 
decision of a Government agent, under a similar contract provision, 
where such decision was found to be a gross error and an act of bad 
faith. Ripley v. United States, supra. Where a contract makes the 
decision of a designated official final, it has been repeatedly held that 
such decision may not be set aside by the courts in the absence of 
fraud, or bad faith, or such gross mistake or negligence as would 
necessarily imply bad faith, or a failure to exercise an honest judg- 
ment. United States v. Moorman, 338 U.S. 457 (1950); Sweeney 
v. United States, 109 U.S. 618 (1883); Kihlberg v. United States, 
supra. In the instant case, the Supreme Court recognizes only one 
exception to the conclusiveness of the department head’s decision, 
and that exception is “fraud” by which is meant conscious wrong- 
doing. The Court further declares that it now adheres to this excep- 
tion without qualification, and that if the standard of fraud to which 
it adheres is too limited, then the matter is one for the Congress. 
It is noted, however, that the Congress has not declared any limita- 
tion whatever on the conclusiveness of such findings of fact, and that 
such limitations as do exist have been established by judicial inter- 
pretation. 
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As early as 1878, in the Kihlberg case, the Supreme Court declared 
that the decision of the designated officer could not be overturned 
without doing violence to the plain words of the contract. But the 
Court here has seen fit to place what it now declares to be the sole 
limitation of fraud upon Article 15, in spite of the clearness of the 
language of that article. The court defines fraud rigidly; never- 
theless, it does establish a limitation by judicial interpretation where 
there was none in the contract. 

In view of the extremely rigid definition of fraud in the instant 
case, it is questioned whether, as a practical matter, a contractor 
would ever be able to prove the state of mind of the Government con- 
tracting officer and secure a reversal of his decision. 

As a result of this decision, there have been no less than six differ- 
ent bills introduced in the 82d Congress, 2d Session to provide for 
some form of judicial review of administrative findings of fact under 
a Government contract. Another legislative proposal designed to 
vitiate the effect of the decision in the instant case is contained in 
the Department of Defense Appropriations bill for fiscal 1953 which 
sets out that no funds appropriated shall be used for the purpose 
of entering into a contract containing the controversial Article 15 
of the standard government contract, quoted above. Hearings have 
been held on two of the bills, and the House passed the Defense Ap- 
propriations bill. No further action has been taken at this writing. 


ADMIRALTY — FEDERAL CouRTS — JURISDICTION OF ADMIRALTY 
Craim WHEN Sittinc as Court or Law WirtH Jury.—Plaintiff- 
appellant, a crew member of defendant’s fishing vessel, brought action 
to recover for personal injuries on the law side of the district court 
on two counts, each alleging over $3,000. No diversity of citizenship 
was present. The first count was in such terms it could be either 
under the Jones Act, 38 Stat. 1185 (1915), as amended 41 Star. 
1007 (1920), 46 U.S.C. § 688 (1946), for negligence, or the general 
maritime law for unseaworthiness. The second count was clearly 
under the general maritime law for maintenance and cure. Plaintiff 
waived any negligence claim under the Jones Act, supra, and both 
counts were submitted to the jury under the general maritime law. 
On appeal the court decided the necessary question of jurisdiction 
although it had not been argued. Held, the district court had juris- 
diction as a case arising under the Constitution or laws of the United 
States, 28 U.S.C. § 1331 (Supp. 1951). Doucette v. Vincent, 194 
F.2d 834 (1st Cir. 1952). 

When jurisdiction of the first count was taken under the Jones Act, 
supra, the maritime claim for unseaworthiness could properly be re- 
tained after any waiver under the doctrine of Hurn v. Oursler 289 
U.S. 238 (1933), since unseaworthiness is a separate ground for the 
same cause. Jordine v. Walling, 185 F.2d 662 (3d Cir. 1950). It is 
with respect to the purely maritime cause of maintenance and cure 
that the instant case is in direct conflict with the holding in Jordine v. 
Walling, supra, and dicta in American Insurance Co. v. Canter, 1 Pet. 
511 (U.S. 1828), as to whether, providing jurisdictional amount is 
present, a claim under the general maritime law is necessarily a case 
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which “arises under the Constitution, laws or treaties of the United 
States” so as to confer jurisdiction under 28 U.S.C. § 1331 (Supp. 
1951), or not necessarily so since cases arising under the Constitution 
within the meaning of 28 U.S.C. § 1331 (Supp. 1951), are only such 
cases as really and substantially involve a controversy as to the effect 
or construction of the Constitution upon the determination of which 
the result depends. Gully v. First National Bank, 299 U.S. 109 
(1936). 

Since the Judiciary Act of 1789, 1 Stat. 76, 77, the exclusive juris- 
diction of the district courts of the United States over civil causes 
within the admiralty and maritime jurisdiction has been coupled with 
a “saving clause” in which the present language is a mere change 
of phraseology of the original “saving to suitors, in all cases, the 
right of a common law remedy, where the common law is competent 
to give it.” See Reviser’s Notes to 28 U.S.C. § 1333 (Supp. 1951). 
This was a recognition that many causes of action cognizable in 
admiralty, such as contract actions for seamen’s wages or tort actions 
for injuries to person or property, might also be prosecuted by a 
personal action for damages in a court of common law. Original 
intent is not clear whether the cause was to be pleaded as a common 
law right, which might also be pleaded as a maritime right in admir- 
alty, or whether, as the cases developed, the plaintiff entered the com- 
mon law court on a maritime right seeking a common law remedy. 
But clearly “It is not a remedy in the common-law courts which is 
saved, but a common-law remedy.” The Moses Taylor, 4 Wall. 411, 
431 (U.S. 1866). The orthodox view of the relations between the 
maritime law and the common law was then a conception of two 
separate and independent systems of substantive law and it was 
generally accepted, in cases brought under the saving clause, the 
substantive law in the state or common law courts was the common 
law or statute law of the state. Steamboat Co. v. Chase, 16 Wall. 522 
(U.S. 1872); The Belfast, 7 Wall. 624 (U.S. 1868); Palfrey, The 
Common Law Courts and the Law of the Sea, 36 Harv. L. Rev. 
777 (1923). 

The present conflict is a refined corollary of the line of cases start- 
ing with the famous Southern Pacific Co. v. Jensen, 244 U.S. 205 
(1917), whose effect, through application of the “national unifor- 
mity” doctrine and strict limitation to the point of practical prohibi- 
tion of state modification of the general maritime law, has been to 
give the general maritime law the nature of a constitutional concept 
analogous to the concept of inter-state commerce. This added to the 
concept that “The Constitution itself adopted and established, as 
part of the laws of the United States, approved rules of the general 
maritime law,” Knickerbocker Ice Co. v. Stewart, 253 U.S. 149, 160 
(1920); The Lottawanna, 21 Wall. 558 (U.S. 1874), has had the 
effect of establishing the general maritime law as primary and con- 
trolling substantive law in maritime cases in any court, replacing 
state common law or statute law. Chelentis v. Luckenbach S.S. Co., 
247 U.S. 372 (1918). Garrett v. Moore-McCormack Co., 317 U.S. 
239 (1942) held that a maritime substantive rule was a part of the 
substance of a claim under the maritime law and whether a state 
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court proceeded so that “all the substantive rights of the parties under 
the controlling federal law” were protected raised a federal question 
reviewable under what is now 28 U.S.C. § 1257 (3) (Supp. 1951). 
See dissent of Mr. Justice Brandeis in Washington v. W. C. Dawson 
& Co., 264 U.S. 219, 237 n. 19 (1924), where such a holding as a 
result of the Jensen line of cases was foreseen. 

Not every federal question setting up “any title, right, privilege or 
immunity . . . claimed under the Constitution, treaties or statutes 
of . . . the United States” reviewable under 28 U.S.C. § 1257 (3) 
(Supp. 1951) can be said to arise “under the Constitution, laws or 
treaties of the United States” so as to be within the original jurisdic- 
tion under 28 U.S.C. § 1331 (Supp. 1951). Gully v. First National 
Bank, supra. While the federal question reviewable under 28 U.S.C. 
§ 1257 (3) (Supp. 1951) may arise anytime during the course of 
the litigation, the federal question to give original jurisdiction must 
appear in the complaint itself. Skelly Oil Co. v. Phillips Petroleum 
Co., 339 U.S. 667 (1950); Bell v. Hood, 327 U.S. 678 (1946) ; 
Gully v. First National Bank, supra; Louisville & Nashville R. R. 
v. Mottley, 211 U.S. 149 (1908). 

Mr. Justice Holmes said “A suit arises under the law that creates 
the cause of action.” American Well Works Co. v. Layne & Bowler 
Co., 241 U.S. 257 (1916). And on the ground that the general mari- 
time law is the controlling substantive law adopted by the Constitu- 
tion, The Lottawanna, supra, and developed through prohibition of 
state interference into a uniform national concept analogous to that 
of inter-state commerce by the Jensen line of cases, this case holds 
that any maritime cause would arise under the Constitution and laws 
and confer jurisdiction under 28 U.S.C. § 1331 (Supp. 1951). How- 
ever, a law authorizing an action to establish a right is very different 
from one which creates a right to be established. An action brought 
under the one may involve no controversy as to the scope or effect 
of the law, while in the other case it necessarily involves such a con- 
troversy, for the thing to be decided is the extent of the right given 
by the law. Shoshone Mining Co. v. Rutter, 177 U.S. 505 (1900). 
The instant case contends that the adoption of the general maritime 
law not only makes every maritime right federally created, but as the 
controlling substantive law determines the extent of the federal right 
so created. The only bar to universal federal jurisdiction of any 
maritime right as a “case arising” is the doctrine of “substantiality 
of originality” of Gully v. First National Bank, supra. 

The Constitution made separate grants and the Judiciary Act 
enacted exclusive federal jurisdiction for “cases in law and equity 
arising . . .” and cases of admiralty and maritime jurisdiction, U.S. 
Const. Art. III, §2; 28 U.S.C. §§ 1331, 1333 (Supp. 1951). The 
saving clause made some maritime causes, concurrently, common law 
cases “in law and equity.” But the Constitution qualified the juris- 
diction of cases in law and equity to those arising under the Constitu- 
tion, laws and treaties. It cannot be thought then, that the Consti- 
tution, by adopting the common law as a national substantive law 
in granting jurisdiction, as has been said for the general maritime 
law, did so to the degree that every case in law and equity that is a 
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“case arising” presents a federal question that also depends for its 
interpretation on the Constitution. 

If every maritime cause is a case arising under 28 U.S.C. § 1331 
(Supp. 1951) a plaintiff has many choices of procedure which it is 
difficult to say were originally intended. If the amount is under 
$3,000 he can go into admiralty; if over that amount he can enter 
either on the admiralty or law side. He can select the traditional 
trial by judge in admiralty, or trial by judge and jury on the law 
side, or by judge alone if he exercises his right to waive jury. Fen. 
R. Civ. P. 38 (d). He can select a law appeal on a record of excep- 
tions, Fep. R. Civ. P. 75, or a trial de novo on the complete record, 
a characteristic of admiralty. Brooklyn Eastern District Terminal 
v. United States, 287 U.S. 170 (1932); Apmiratty RuLE 49. An- 
other and the greatest difficulty found with this principle is that no 
plaintiff could stay in a state court under the saving clause. Any 
pleading of a maritime cause would necessarily permit the defendant 
to remove, since it would present a federal question that would confer 
federal jurisdiction originally. 28 U.S.C. § 1441 (a) (Supp. 1951). 
Thus a principle developed from the saving clause serves to par- 
tially defeat the clause itself. 

In an era of narrowing federal jurisdiction, Skelly Oil Co. v. 
Phillips Petroleum Co., supra, the present direct conflict between 
the circuits upon a refined development of the Jensen line of cases 
might present an opportunity for the Court to re-examine, with an 
eye toward narrowing federal jurisdiction of maritime cases, reduc- 


ing and resolving the confusing complications that have arisen, and 
reestablishing the more logical concept of two separate and indepen- 
dent systems of substantive law acting concurrently. W. E. F 


CoNSTITUTIONAL LAw—CENSORSHIP—First AMENDMENT—REC- 
OGNITION OF RELIGION By STATES.—Plaintiff motion picture distrib- 
utor appeals the revocation by the New York Board of Regents acting 
under § 122 of the N. Y. Education Laws of a license to exhibit a 
motion picture on the ground that said motion picture was “sacrile- 
gious.” The movie in question was an Italian film entitled “The 
Miracle” which dealt with the seduction of an ignorant demented 
peasant girl by a man whom she believed to be St. Joseph. Held, 
the statute authorizing the Regents to ban the film did not violate the 
First or Fourteenth Amendment of the Constitution by imposing an 
unwarranted restraint on freedom of expression or religion, and was 
not a recognition of religion by the state. Joseph Burstyn, Inc. v. 
Wilson, 303 N.Y. 242, 101 N-E. 2d 665 (1951), appeal to United 
States Supreme Court filed January 10, 1952, Docket No. 522. 

The authority of the states to censor motion pictures is based upon 
Mutual Film Corp. v. Ohio Industrial Commission, 236 U.S. 230 
(1915). Motion pictures were declared by that decision to be enter- 
tainment spectacles and not protected by the Ohio constitutional guar- 
antee of freedom of the press. This doctrine has been consistently fol- 
lowed by state courts, e.g., Pathe Exchange v. Cobb, 202 App. Div. 
450, 195 N.Y. Supp. 661 (2d Dep’t 1922), and it survived a recent 
test in RD-DR Corp. v. Smith, 183 F.2d 562 (5th Cir.), cert. denied, 
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340 U.S. 853 (1950). However, in Gitlow v. New York, 268 U.S. 
652 (1925) the Court enunciated the doctrine that freedom of speech 
and press of the First Amendment were among the fundamental 
rights protected by the due process clause of the Fourteenth Amend- 
ment from impairment by the states. The Mutual case did not involve 
Federal Constitutional rights at all, and the Gitlow decision would 
seem to have permitted the raising of the problem in an entirely new 
and different light. This inference that the Mutual doctrine is now 
obsolete is strengthened by the argument that the movie industry 
is no longer the mere amusing novelty of 1915’s nickelodeon. The 
accompanying legal metamorphosis can be illustrated by United States 
v. Paramount Pictures, 334 U.S. 131 (1948) where the Court un- 
equivocally stated that moving pictures like newspapers and radio, are 
included in the press whose freedom is guaranteed by the First 
Amendment. While this was dictum, the case dealt with anti-trust 
proceedings against several of the nation’s largest movie producers 
and the status of the industry was a vital factor. Such recognition 
is long overdue, especially in the light of decisions such as Winters 
v. New York, 333 U.S. 507 (1948) and Hannegan v. Esquire, Inc., 
327 U.S. 146 (1946) which ruled that the gore and lust of the comic 
book or a spicy magazine story are both “expression,” and thereby en- 
titled to the protection of the First Amendment. Thus, the Mutual 
case holding that films are entertainment spectacles and not instru- 
ments for the publication of ideas assumes increasing incongruity and 
has been under increasing attack. 

The basic justification of censorship by the Mutual case is the 
exercise of police power; and Pathe Exchange v. Cobb, supra, in 
following the Mutual case cited the social necessity of restraining 
those, who for the financial gain to be derived from appealing to the 
voluptuous aspects and immoral curiosities of human nature, would 
display the lewd, indecent, and obscene, thereby causing incalculable 
harm to public morality. It is a consideration that cannot be lightly 
dismissed. Near v. Minnesota, 283 U.S. 697 (1931) in rejecting 
censorship relied on the legal criterion that publications meet the 
“primary requirement of decency.” Although the use of obscenity 
statutes is remedial rather than preventative as is censorship, a de- 
struction of the Mutual doctrine’s censorship would not leave a void. 

Without the religious issue, the Burstyn case is simply another 
challenge to the state censorship power, an authority of doubtful justi- 
fication, but perhaps legally supportable on the basis of the discretion 
vested in the state by the police power. But “The Miracle” was 
banned because it was a “visual caricature of religious beliefs held 
sacred.” Joseph Burstyn, Inc. v. Wilson, supra, at 672. That such 
is the case is an administrative finding of fact buttressed only by the 
authority of the Regents. Doubt is cast upon this finding by the fact 
that L’Osservatore Romano, the official Vatican newspaper, weighed 
the artistry of the film without expressing the slightest insinuation as 
to its piety. Joseph Burstyn, Inc. v. Wilson, supra, at 675. Were 
the picture deliberate anti-religious propaganda (which is not the 
contention of the censors) a serious Constitutional issue would still 
arise. The mandate of the First Amendment that “Congress shall 
make no law respecting the establishment of religion” has been inter- 
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preted literally by Everson v. Board of Education, 330 U.S. 1 (1947) 
and McCollum v. Board of Education, 333 U.S. 203 (1948), so as to 
prevent states from legislating not only in assistance of any one 
religion, but of all religion. Cantwell v. Connecticut, 310 U.S. 296 
(1940) recognizes the possibility of differences of belief that may arise 
and allows for this conflict by encouraging free circulation of all re- 
ligious ideas. The Cantwell case supports such freedom in the reali- 
zation of the tendency to resort to “exaggeration . . . to vilification 

. and even to false statement.” The Burstyn opinion supports 
its stand on the religious issue by submitting three reasons: (1) re- 
ligious or anti-religious films are not subject to censorship, but this 
section of the N. Y. statute applies the reasonable standard of pre- 
venting commercial display of a picture that holds any religion to 
ridicule or scorn, (2) laws may benefit religion if such benefit is 
merely incidental to some other legitimate objective (citing the 
Everson case), (3) religious expression may be regulated by states 
if such regulation is related to public welfare. Communications Asso- 
ciation v. Douds, 339 U.S. 382 (1950). 

Such arguments gain credence in light of the fact that this is es- 
sentially a religious country. Holy Trinity Church v. United States, 
143 U.S. 457 (1892). The importance of religion in our society 
cannot be underestimated and the need for religious tolerance decries 
efforts to cast mockery and contempt on beliefs held sacred by others. 
The fact that the picture is sacrilegious is, however, vigorously denied 
by plaintiff. He counters the first contention by the well-settled rule 
that the profit motive of a publication has no bearing on its right to 
freedom from state interference under the First Amendment. Gros- 
jean v. American Press Co., 297 U.S. 233 (1936). The remaining 
contentions are subjects of the censor’s discretion. This case fails 
to state explicitly how censorship was necessary to the public welfare, 
to which the religious aspects of the legislation were deemed merely 
incidental. While the protection of a religious creed from derision is 
a desirable objective and is valid subject for the exercise of police 
power, Beauharnais v. Illinois, 20 U. S. L. Weex 4291 (U.S. April 
28, 1952), the use of censorship as the vehicle for the accomplish- 
ment of this aim is of questionable constitutionality. Freedom of 
expression is thereby subjugated to administrative control in a man- 
ner that evades standardization and is subject to the censor’s opinion 
and judgment of moral values. In light of the judicial discredit of 
censorship in general, insertion of the religious issue does little to 
reinforce such control, for since the basic police power is abused, it is 
doubtful that the religious issue here is of supreme importance as a 
governing factor. H. J. 


FEDERAL Civit, PROCEDURE—SUMMARY JUDGMENT—STATEMENTS 
IN MEMORANDUM BY ATTORNEY AS EvipENCE.—Sardo sued for a 
declaratory judgment seeking to have an order for his deportation 
declared invalid because “based upon an unfair and illegal hearing 


” 


and evidence improperly introduced . . .” in that “an ex parte inves- 
tigation was made and an ex parte report of said investigation was 
considered. . . .” The Attorney General of the United States moved 
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to dismiss and Sardo moved for summary judgment. The district 
court dismissed with prejudice. Held, reversed. Sardo v. McGrath, 
20 U. S. L. Weex 2357 (D.C. Cir. January 31, 1952). 

It is a well established proposition that if “ex parte evidence is 
vital to the decision” the hearing is illegal. Maltez v. Nagle, 27 F.2d 
835 (9th Cir. 1928). The court of appeals held that allegations about 
the content and use of the ex parte exhibits at the deportation hearing 
contained in the memorandum of points and authorities submitted by 
the Government’s attorneys to support their motion to dismiss are not 
to be considered by the court as evidence of the facts stated and are 
not to be deemed admitted by failure of Sardo to deny them, and since 
there then remains an issue of material fact as to whether the ex parte 
evidence was vital to the decision, the motion to dismiss, in effect a 
summary judgment, could not be granted for the Government. 

Under Rule 12(b) of the Federal Rules of Civil Procedure, as 
amended, a motion to dismiss will be treated as one for summary 
judgment under Rule 56 when matters outside the pleadings are pre- 
sented to and accepted by the court. See, 5 F.R.D. 433, 442-4 
(1946). Rule 56(c) provides that for a summary judgment to be 
granted it must appear that one party is entitled to judgment as a 
matter of law on undisputed facts. In the instant case, it must appear 
then as a matter of law on undisputed facts that the ex parte exhibits 
were not vital to the decision, if summary judgment is to be granted 
for the Government. 

There are several provisions of the Rules that govern what is to be 
considered on a motion for summary judgment. Rule 43(e), dealing 
generally with evidence on motions not based on facts of record, is 
not particularly helpful. Rule 56(c) provides that summary judgment 
is to be based upon consideration of the “pleadings, depositions, and 
admissions on file, together with the affidavits, if any. . . .” Thus 
Rule 56 does not require supporting affidavits. The formal require- 
ments for the admissibility of an affidavit are listed in detail in Rule 
56(e). 

The allegations of fact in the memorandum of points and authorities 
should not be treated by the court on the theory that they are affidavits 
by the attorney. In the first place, since the memorandum is not la- 
beled as an affidavit, the opposing parties have no notice that these 
statements are being offered for the court’s consideration as evidence 
of facts. In the second place, the attorney has not sworn to the truth 
of the facts stated. Third, it is not shown that the attorney has per- 
sonal knowledge of facts relating to these exhibits qualifying him to 
testify as to their contents and use at the hearing. Fourth, the best 
evidence rule prevents the attorney stating the contents of the written 
exhibits, but rather requires that the exhibits themselves be intro- 
duced. Probably this same rule calls for the introduction of the rec- 
ord of the hearing instead of testimony as to its contents. Obviously 
the memorandum, being an ex parte document, cannot be a deposition. 
Nor is it an admission, for this term implies that the statement is con- 
trary to the interest of the party making it. Nor can said memoran- 
dum be considered a part of the record. THe Unitep States Dis- 
TRICT Court FOR THE District OF CoLUMBIA RULE 9(b). 
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Precedent is limited and not very helpful. There are three classes 
of cases, those dealing with whether unsworn evidence can be con- 
sidered, those treating whether issues of fact can be raised for the 
first time by statements in brief of counsel, and those holding that 
statements of fact by counsel against the interest of their clients are 
subject to consideration of the court. 

There are two cases considering the admissibility of unsworn evi- 
dence for the purposes of summary judgment, one admitting it, one 
refusing to admit it. In Victory v. Manning, 128 F.2d 415 (3d Cir. 
1942), the court considered unsworn and unauthenticated documents 
on the theory that the admissibility of evidence of facts for the purpose 
of summary judgment is to be tested by the same standards as those 
for alleging facts in a pleading, and that since pleadings do not have 
to be sworn, neither does evidence. The conclusion was reinforced 
by noting that the use of affidavits is discretionary with the parties 
or the court. Wittlin v. Giacalone, 154 F.2d 20 (D.C. Cir. 1946), 
indicates that statements in a motion are not evidence since not pre- 
sented in an affidavit. This latter case seems to be the better view. 
The fundamental purpose of the summary judgment, to look behind 
the allegations of the pleadings to the undisputed facts of the contro- 
versy and determine on these whether a cause of action exists, appears 
to be defeated by a rule allowing the consideration of statements in a 
brief as evidence of the facts stated. 

There are only two cases under the Federal Rules considering 
whether or not issues of fact can be raised for the first time in brief 
of counsel; both hold they cannot. Riley v. Kaiser Cargo, Inc., 
72 F. Supp. 435 (E.D. Pa. 1947); Allen v. Radio Corp. of America, 
47 F. Supp. 244 (D. Del. 1942). There is no extended reasoning 
to support the conclusion in either case. But cf., De Sairigne v. 
Gould, 83 F. Supp. 270 (S.D. N.Y. 1949), where the court consid- 
ered defendant’s attorney’s statement as to defendant’s health. 

The courts have generally considered statements in brief of counsel 
which were admissions against the interest of their clients about 
facts peculiarly within the knowledge of their clients. Allison v. 
Mackay, 188 F.2d 983 (D.C. Cir. 1951) (statement that vendee was 
willing to accept conveyance subject to inchoate dower without in- 
demnity where contract entitled him to fee); Hoffman Machinery 
Corp. v. Richa, 78 F. Supp. 969 (W.D. Mo. 1948) (statement that 
plaintiff was infringing defendant’s patents, if such patents were 
valid). 

The Government’s theory of proving facts, if adopted, would not 
result in any improvement of civil procedure. It introduces a new 
method of raising issues of fact, but a method without apparent advan- 
tages over the methods now available. Certainly, the Government 
could easily have put the information about the ex parte exhibits 
which it submitted in the memorandum before the court in a manner 
clearly allowed by the Federal Rules, namely, the introduction of the 
exhibits and the deportation hearing record properly authenticated by 
affidavits. Substantial dangers may result if the Government’s theory 
is adopted. First, this method of proof is likely to be more untrust- 
worthy than those allowed at present, thus introducing a means for 
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raising issues of fact which it may be impossible to sustain at trial 
for lack of substantial evidence. Second, attorneys may fill the mem- 
orandum of points and authorities with allegations and denials of 
fact, since these allegations and denials would be evidence for the 
purposes of summary judgment, and thus would either avoid sum- 
mary judgment by showing the existence of an issue of material fact, 
or insure that the undisputed facts are favorable. These two dangers 


may be threats to the fundamental usefulness of the summary judg- 
ment. 

























LEASED Pusiic LAnps—Just CoMPENSATION.—The Territory of 
Hawaii on October 30, 1936, pursuant to authority granted under 
§ 91 of the Hawaiian Organic Act, 31 Strat. 159 (1900); 36 Srar. 
447 (1910); 46 Srar. 789 (1930), 48 U.S.C. §511 (1946), leased 
for 21 years public lands to Chun Chin, the appellant’s predecessor. 
The lease required lessee to erect on the leased public land improve- 
ments necessary for the operation of a gasoline service station. 
Lessee took possession and built on the leased premises a two story 
building. On November 18, 1943, the Governor of the Territory of 
Hawaii issued an executive order setting aside the aforementioned 
land for the use of the United States Navy and, subsequently, the 
Navy took possession of the land and ousted Chun Chin. The admin- 
istratrix of the estate of Chun Chin brought suit in the United States 
District Court for the Territory of Hawaii for compensation for the 
loss of the lease and improvements. The district court granted a 
motion of the United States to dismiss. Held, affirmed. The Fed- 
eral Government need not compensate the lessee for the unexpired 
portion of the lease term and for the improvements erected on the 
_— Hee Kee Chun v. United States, 194 F.2d 176 (9th Cir. 
1952). 

Section 91 of the Hawaiian Organic Act gives the Hawaiian gov- 
ernment the “possession, use, and control” of United States public 
lands in the Territory of Hawaii “until otherwise provided for by 
Congress, or taken for the uses and purposes of the United States 
by direction of the President or of the Governor of Hawaii.” 31 
Stat. 159 (1900); 36 Srar. 447 (1910); 46 Srar. 789 (1930), 
48 U.S.C. § 511 (1946). In the case of United States v. Marks, 187 
F.2d 724 (9th Cir. 1951), the court ruled that the taking of public 
land under the Hawaiian Organic Act did not require that compensa- 
tion be paid for the unexpired lease term as would be true in a con- 
demnation proceeding. The court in so ruling reasoned that to 
hold otherwise would be inconsistent with the unconditional reserva- 
tion of power in the Hawaiian Organic Act. Furthermore, it would 
seem rather futile to argue that one has a compensable property right 
in public lands. See Note, 20 Gro. Wasu. L. Rev. 340 (1952). 

The Federal Government was confronted with similar problems 
of compensation under the Taylor Grazing Act, 48 Srar. 1269 
(1934), 43 U.S.C. §§ 315 et seq. (1946), as amended 56 Stat. 654 
(1942), 43 U.S.C. §315q (1946). This Act, among other things, 
provided for the issuance of grazing permits to ranchers. Prior to 
the amendment to the Act, persons holding such grazing permits did 
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not recover any compensation for losses occasioned by the closing of 
public lands to grazing by the Federal Government for war purposes. 
With the amendment to the Act in 1942, persons who suffered the 
loss of these intangible benefits as a result of the use of such grazing 
lands for war purposes received reasonable amounts, such payments 
being deemed as full payment for such loss. 56 Strat. 654 (1942), 
43 U.S.C. §315q (1946); Osborne v. United States, 145 F.2d 892 
(9th Cir. 1944). 

In the instant case, the lease provided, in part, that “the lessee shall 
and will at the end, or other sooner determination of the said term 
hereby granted, peaceably and quietly yield up unto the lessor all and 
singular the premises herein demised, with all erections, buildings and 
improvements of whatever name and nature, . . .” The lease also 
required the lessee, at his own expense, to erect certain expensive 
improvements. The appellant, in the instant case, contended that, 
if not the lease, at least the costly improvements erected on the public 
land at his own expense, are compensable. The court rejected this 
contention ruling that under the aforementioned lease the lessee re- 
nounced all claim to the improvements and is presumed to have erect- 
ed them with that understanding. 

It is felt that the refusal of the court, in the instant case, to com- 
pensate the appellant for the improvements is most inequitable. A 
fair and reasonable payment for the improvements should have been 
granted. The effects of the court’s ruling may be far reaching in the 
Territory of Hawaii. According to the ruling of the instant court, 
persons leasing public lands in the Territory of Hawaii do so at 
terrible risks of losing sizeable investments in costly improvements. 
All lessees of public lands in the Territory of Hawaii will have to 
anticipate the possibility of being ousted upon completion of expensive 
improvements and suffer total losses. This decision no doubt will 
dampen the plans and hopes of enterprising Hawaiians planning to 
expand their business enterprises on territorial public lands. Fur- 
thermore, this decision will no doubt aggravate the problem of land 
shortage in the Hawaiian Islands. 

It is submitted that a possible solution to this problem would be 
the inclusion of provisions in the Hawaiian Organic Act for the com- 
pensation for improvements, in a manner similar to the amendment 
to the Taylor Grazing Act, supra. 


MASTER AND SERVANT—COMMUNISM AS A GROUND FoR Dis- 
CHARGE.—Lester Cole, a writer of screen plays, brought an action 
against Loew’s, Inc., a corporation, for a declaration as to the right 
of the defendant to suspend the plaintiff under an employment con- 
tract whereby the employee agreed not to commit any act tending to 
degrade him in society or to bring him into public hatred, contempt, 
scorn, or ridicule, after he was charged with contempt for failure 
to answer the question of the Committee on Un-American Activities 
of the House of Representatives as to whether he was or had ever been 
a Communist. The trial court found no breach of contract on Cole’s 
part in his conduct before the committee and rendered judgment for 
the plaintiff and defendant appealed. Held, reversed; the plaintiff’s 
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refusal to answer gave the impression that he was a Communist and 
it cannot be said as a matter of law that in so acting the employee 
did not breach his contract, and the employer was within his rights 
in notifying the employee that if he were a Communist, his services 
were ended. Loew’s, Inc. v. Cole, 185 F.2d 641 (9th Cir. 1950). 

The primary question was whether Cole violated his employment 
contract and whether Loew’s, Inc., had the right to take the action 
which it did in consequence of such violation, that is, whether refusal 
to answer, with its inherent implications, was an act within the con- 
tract which gave cause for discharge. The district court gave in- 
structions regarding the lawfulness or unlawfulness of the Com- 
munist Party, and instructions on the law of libel (that in California 
an accusation of Communism against a person is libelous), and 
restricted evidence of the actual effect of Cole’s conduct on public 
opinion. The court of appeals considered these instructions erroneous 
and misleading and held that the lower court should have granted the 
instruction of the appellant that the court and jury may take judicial 
notice that the public generally looks with scorn and contempt on 
persons believed to be Communists, and that the evidence should 
have been admitted. 

In Spanel v. Pegler, 160 F.2d 619 (7th Cir. 1947), the court 
made the statement that if it was libelous per se in 1889 to write of a 
man as an anarchist, Cerveny v. Chicago Daily News Co., 139 Ill. 
345, 28 N.E. 692 (1891), and libelous per se in 1915 to write that a 
man was a Socialist, Ogren v. Rockford Star Printing Co., 288 Ill. 
405, 123 N.E. 587 (1919), it is libelous per se in 1945 to write of a 
man as a Communist. But in 1939, a statement made charging the 
plaintiff with being politically affiliated with the Communist Party, 
was held not libelous per se even if the statement were false. Garriga 
v. Richfield, 174 N.Y. Misc. 315, 20 N.Y.S. 2d 544 (Sup. Ct. 1940). 

The divergence of views expressed in the Garriga case, supra, and 
the Spanel case, supra, is directly attributable to the change in the 
public attitude toward the Communist Party. Two years after the 
Garriga decision, the New York Court said that whatever doubt 
there may have been in the past as to the approbrious effect on the 
ordinary mind of such a charge, recent war events and legislation 
made it manifest that to call a person a Communist was to taint him 
with disrepute and in light of current (1941) public attitude, a 
charge of Communism was libelous per se. Levy v. Gelber, 175 N.Y. 
Misc. 746, 25 N.Y.S. 2d 148 (Sup. Ct. 1941); accord, Wright v. 
Farm Journal, 158 F.2d 976 (2d Cir. 1947); Grant v. Reader's 
Digest Asso., 151 F.2d 733 (2d Cir. 1945), cert. denied, 326 U.S. 797 
(1946); Boudin v. Tishman, 264 App. Div. 841, 35 N.Y.S. 2d 760 
(1st Dep’t 1942). 

This trend in libel cases involving a charge of Communism is indic- 
ative of public opinion, and in view of the general attitude of the 
public as manifested in the court decisions as well as in legislation, 
it would seem that the court of appeals in the instant case was correct 
in holding that judicial notice should be taken of the general opinion 
that Communists are to be looked on with scorn and contempt. 

Evidence of the effect of Cole’s misconduct upon public opinion 
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was held, by the court of appeals, to be admissible as being material 
to the public relations clause. In a case where a statute prohibited 
the employer from preventing his employees from engaging in poli- 
tics or from directing the political activities of his employees, it was 
held not to prevent the employer, engaged in producing vital war 
materials, from discharging an employee who advocated the over- 
throw of the government by force or whose loyalty had not been 
established to the satisfaction of the employer. Cart. Lasor Cone, 
§ 1101 (1937); Lockheed Aircraft Corp. v. Superior Court of Los 
poe County, 28 Cal. 2d 481, 171 P. 2d 21 (1946). In Royal Oak 
Stave Co. v. Groce, Tex. Civ. App. 113 S.W.2d 315 (1938), the 
court held that a breach of the employee’s implied obligation under 
the employment contract to refrain from acts which had a tendency 
to injure the employer’s business interests or reputation will justify 
the employer in discharging the employee from his service. Accord, 
Watkins, Inc. v. Cochran, 292 Ky. 846, 168 S.W.2d 351 (1943). It 
is well recognized that an employer can impose reasonable rules of 
conduct upon his employees and that misconduct or the violation of 
reasonable rules is a ground for discharge in many instances. May 
v. New York Motion Picture Corp., 45 Cal. App. 396, 187 Pac. 785 
(1920) (actress refusing to abide by reasonable rules and regulations 
requiring her to report to the studio at a certain time); Watkins, 
Inc. v. Cochran, supra (negligence, incompetence, inefficiency, dis- 
honesty, and unfaithfulness to employer’s interests). In such cases 
the employer need not even show that the employee’s misconduct has 
caused the employer to suffer loss. Breen v. Larson College, 137 
Conn, 152, 75 A.2d 39 (1950). 

In the instant case, the public relations clause was an express 
provision of the written contract between Cole and Loew’s, Inc., and 
the requirement to refrain from degrading acts was held reasonable 
by the court of appeals; and it would appear that even without an 
express agreement, one could be implied on the theory of the Royal 
Oak Stave Co. case, supra, or, in view of the recognized propaganda 
force of the motion picture and the influential position occupied by the 
movie writer, the principle of the Lockheed case, supra, would justify 
Loew’s, Inc., in discharging Cole. Therefore, it seems that the court 
of appeals was correct in reversing and remanding the case. 

A. A. 


PATENTS — DECLARATORY JUDGMENT — LacHes.—Plaintiff man- 
ufactured apparatus which defendant maintained infringed his patents. 
Defendant had notified plaintiff of this opinion soon after the patents 
were issued, but had not, prior to this suit, brought any action against 
plaintiff. Defendant had, however, actively protected his patents in 
suits against plaintiff's customers and against various other persons. 
Plaintiff now, after eight years, brings a declaratory judgment action 
for the invalidation of defendant’s patents; defendant, in addition to 
raising the defense of no justiciable controversy, answers that plain- 
tiff is guilty of laches. Held, that laches is not a good defense here, 
because since defendant sued plaintiff’s customers, and refrained from 
suing plaintiff, defendant will not now be permitted to complain of 
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plaintiff’s delay. Gordon Johnson Co. v. Hunt, 92 U.S.P.Q. 225, 
(N.D. Ohio 1952). 

Since defendant notified plaintiff that plaintiff was infringing de- 
fendant’s patents, there is ample precedent to support the court in its 
finding that a justiciable controversy was present. See, for instance, 
Federal Telephone and Radio Corp. v. Associated Telephone and 
Telegraph Co., 169 F.2d 1012 (3rd Cir.), cert. denied, 335 U.S. 859 
(1948). 

But, according to these authorities, the justiciable controversy had 
existed for a full eight years. The decisions are almost unanimous 
in maintaining that such an extended period would constitute laches 
had the owner of the patents brought suit for infringement, e.v., 
Gillons v. Shell Co., 86 F.2d 600 (9th Cir. 1936). The law is clear 
that laches can also be a good defense where the patentee sued or 
threatened the infringer’s customers instead of affirming his rights 
directly against the infringer. Caterpillar Tractor Co. v. Interna- 
tional Harvester Co., 32 F. Supp. 304 (D. N.J. 1940). 

Thus, the probability is that the court in the instant case would have 
found laches if defendant had sued plaintiff for infringement. While 
it has been dogmatically asserted that mutuality of relief has no place 
in the law of declaratory judgments, Western Electric Co., Inc. v. 
Hammond, 44 F. Supp. 717 (D. Mass. 1942), the case of Crowell v. 
Baker Oil Tools, Inc., 49 F. Supp. 552 (S.D. Cal. 1943), rev’d, 143 
F.2d 1003 (9th Cir. 1944), cert. denied, 323 U.S. 760 (1944) pro- 
vides authority contra (reversal was on interpretation of the facts). 

In view of the emphasis the court in the instant case placed upon 
the derelictions of defendant, it might have been expected that the 
same disapproval would have been directed toward plaintiff’s delay. 
For eight years plaintiff knowingly infringed patents he knew were 
being enforced. Since the court itself said that a declaratory judg- 
ment was a remedy of an equitable nature, the omission of even a 
consideration of mutuality is surprising. This is especially true in 
the light of the conflicting precedents. See the Western Electric Co., 
Inc. and Crowell cases, supra. 

The court seemed undecided as to whether laches was even a proper 
defense to a declaratory judgment suit, citing E. W. Bliss Co. v. Cold 
Metal Process Co., 102 F.2d 105 (6th Cir. 1939), and Brennan v. 
Hawley Products Co., 182 F.2d 945 (7th Cir. 1950), as precedents 
pro and con. However, if one goes outside the field of patent law, 
clearer authority on the question can be obtained, particularly in the 
state courts. In the case of Strum v. Board of Education, 191 Misc. 
205, 76 N.Y.S. 2d 681 (Sup. Ct. 1947), the court stated that where 
unexplained, inexcusable, or gross laches appears, a declaratory judg- 
ment will be refused, adding that equity discourages stale demands. 
See Hencken v. City of Morgan Hill, 21 Cal. App. 2d 438, 69 P.2d 
462 (1937), and Newton v. Security National Bank, 324 Mich. 344, 
37 N.W.2d 130 (1949) (laches could and did bar a declaratory judg- 
ment action). 

It was stated in Davis v. American Foundry Equipment Co., 94 
F.2d 441 (7th Cir. 1938), that the Declaratory Judgment Act was 
enacted to avoid delay and accrual of damages against one uncertain 
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of his rights, and to promote early adjudication of controversies. The 
holding in the instant case can hardly be said to achieve that end. 

It is submitted that there was ample precedent for the proposition 
that laches is a proper defense against a declaratory judgment suit. 
It is further believed that the facts in the instant case provide a proper 
basis for the doctrine of mutuality of remedy, and that the decision 
did not fulfill the purpose of the Declaratory Judgment Act as set 
forth by the Davis case, supra. mR FP. i. 


PATENTS—DousBLeE PATENTING.—Suit for a declaratory judgment 
was brought on the grounds that the defendant had threatened certain 
of the plaintiff’s prospective customers of automatic telephone equip- 
ment with patent infringement suits. With the answer, the defend- 
ant filed counterclaims asserting infringement of numerous of its 
patents by the plaintiff. Plaintiff contended, inter alia, that two of 
these patents should be adjudicated invalid because of double patent- 
ing, as they allegedly claimed the same inventions as two earlier 
issued patents owned by the defendant. Defendant took the position 
that the double patenting doctrine did not apply because the later 
patents were not issued to the same inventors as the earlier two. 
Held, the defense of double patenting is not available against one 
who by assignment becomes the owner of two patents previously 
issued to two independent inventors for the same invention. Federal 
Telephone & Radio Corp. v. Associated Telephone & Telegraph Co., 
99 F. Supp. 535 (D. Del. 1951). 

The court’s finding has a firm basis in law. In reaching the above 
result, the court stated the general rule of the double patenting doc- 
trine to be that one inventor cannot obtain a second valid patent for 
an invention which is claimed by him in a prior patent. This rule 
naturally follows from the principle that two valid patents for the 
same invention cannot be granted either to the same or to a different 
party. Miller v. Eagle Mfg. Co., 151 U.S. 186 (1894). 

Generally, when two patents for the same invention are issued to 
two different patentees, each may assert the validity of his patent; 
the validity will then be determined on the question of priority of 
invention. Lorenz v. Colgate-Palmolive-Peet Co., 122 F.2d 875 (3d 
Cir. 1941). But in the case where both patents are issued to the 
same inventor, it is clear that the defense of double patenting should 
be available making the later one void. The inventor being the same 
for each invention, there can be no question of priority of inventor- 
ship, and the defense that the inventor of the second patent was not 
the inventor of the first, could not succeed. Van Heusen Products 
v. Earl and Wilson, 300 Fed. 922 at 936 (S.D.N.Y. 1924). 

However, when two patents for the same invention are not issued 
to the same inventor, but come into the hands of the same owner by 
assignment, the time when the common ownership arises always bears 
heavily on whether double patenting exists. By the weight of author- 
ity, it would apply against a common assignee of the applications of 
different inventors if the common ownership arose while the appli- 
cations were pending in the Patent Office. In re Dunbar, 278 Fed. 
334 (D.C. Cir. 1922). But see In re Willoughby, 24 C.C.P.A. (Pat- 
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ents) 1033, 88 F.2d 482, 33 U.S.P.Q. 46 (1937), in which the court 
held that no double patenting existed even though the common owner- 
ship of the co-pending applications arose during co-pendency. 

In an instance where the common ownership arose after the grant 
of a patent to the defendant and during the pendency of an equity 
interference suit involving plaintiff’s application, the court permitted 
the suit to proceed to judgment and did not, at least explicitly, apply 
the rule of double patenting. Coleman v. Hathaway, 285 Fed. 602 
(D. Mass. 1922). 

The courts will also look to the identity of the parties in interest 
as a test in determining whether the double patenting rule applies. 
Where one of the two inventors in a joint application filed for another 
patent on the same date and the sole application matured into a patent, 
the court held no double patenting as the applicants in the joint case 
and the sole patentee were not the same persons. Clewell v. Coe, 
28 F. Supp. 55 (D. D.C. 1939). Judge (later Chief Justice) Taft 
in the case of Thomson-Houston Elec. Co. v. Ohio Brass Co., 80 
Fed. 712 (6th Cir. 1897), expressed the opinion that in consideration 
of the question of double patenting the personality of the owner of 
two different patents should not affect the validity of either. But 
in deciding that the double patenting doctrine would apply to an 
earlier issued design patent and a later issued mechanical patent, a 
court stated that the rule would be the same though the patents be 
granted to the same or different persons. Luminous Unit Co. v. Free- 
man-Sweet Co., 249 Fed. 876 (N.D. Ill. 1918). The fact that two 
patents are ultimately assigned to one and the same corporation does 
not make that corporation the same patentee for the purpose of double 
patenting. Waterbury Buckle Co. v. G. E. Prentice Mfg. Co., 294 
Fed. 930 (D. Conn. 1923). 

In conclusion, it is submitted that from the approach of time of 
common ownership or the identity of the parties the result which the 
court reached in the instant case was the proper one in view of the 
principles laid down by the controlling authorities. S. W. W. 


PATENTS—INVALIDITY—FAILURE TO SEASONABLY APPEAL oR Dis- 
CLAIM WHERE CLAIM Not A MATERIAL OR SUBSTANTIAL PART OF 
INVENTION.—Patentee was defendant in a declaratory judgment 
cause having for one object a decision concerning the validity of his 
patent. Patentee had failed to appeal or disclaim claims 1 through 4 
for eight years, in spite of a holding by the Board of Interference Ex- 
aminers which had awarded priority of invention as to these claims 
to another. The plaintiff's motion for summary judgment in the 
cause was granted. Held, once priority of invention is awarded to 
another by the Board of Interference Examiners, the entire patent 
is invalid in the absence of a timely appeal or disclaimer; whether 
the cause involved claims other than those held invalid is of no effect 
as regards the validity of the patent; patentee may not litigate his 
contention that enough of his patent survived the Patent Office defeat 
to enable him to assert validity and infringement. Carter Products 
v. Kahn, 101 F.Supp. 215 (E.D. N.Y. 1951). 

One issue considered was whether an entire patent is rendered 





RECENT CASES 783 


invalid by failure to seasonably appeal or disclaim invalid claims 
where such claims are not a material or substantial part of the inven- 
tion. The court held, as a matter of law, that the patentee was not 
entitled to litigate his contention that the invalid claims were not a 
material or substantial part of the invention, the substance of the 
invalid claims not being considered. 

The statutes relevant to disclaimers were originally enacted in 
1837 and have never been substantially changed. The applicable 
sections of this act, 5 Strat. 193, §§ 7, 9 (1837), continued in force 
until July 8, 1870, when they were substantially re-enacted as §§ 54 
and 60 of the Consolidated Patent Act of that date. Rev. Start. 
§§ 4917 and 4922 (1875), 35 U.S.C. §§ 65, 71 (1946). Rev. Strat. 
§ 4917 (1875) contemplates disclaimers as being proper whenever 
a patentee has claimed more than that of which he was the first in- 
ventor. Rev. Stat. § 4922 (1875) extends only to cases wherein the 
excess is a material or substantial part of the thing patented. This 
qualification should be inserted in the two sections as construed to- 
gether because § 4922 is the only one that prescribes any evil result 
from a failure to disclaim. Neither section visits any penalty on the 
patentee for omitting to disclaim anything which is an immaterial part 
of the thing patented. To file a disclaimer in such a case is an act 
which is harmless and unnecessary. Walker, Patents, 1305 (Deller’s 
ed. 1937). 

A leading case interpreting the statutes of 1837 is Hall v. Wiles, 
11 Fed. Cas. 280, No. 5,954 (C.C.S.D. N.Y. 1851). The court held 
that the 9th section of the act of 1837 applied only in the case where 
the part claimed by the patentee, of which he was not the inventor, 
was a material and substantial part of the thing patented, a disclaimer 
being necessary only where the thing claimed without right was a 
material and substantial part of the invention; the want of a timely 
disclaimer in regard to the invalid claims thus affording no ground 
for invalidating the patent. This holding was reaffirmed in Peek v. 
Frame, 19 Fed. Cas. 97, No. 10,904 (C.C.S.D. N.Y. 1871). Hail v. 
Wiles, supra, was again affirmed in Worden v. Searls, 21 Fed. 406 
(C.C.D. N.J. 1884), which held that Rev. Stat. § 4922 (1875) cer- 
tainly required that the part of the thing patented, which is claimed 
without right, must be a material and substantial part of the thing 
patented, in order to render a disclaimer necessary. Hall v. Wiles, 
supra, was again cited with approval in Otis Elevator Co. v. Pacific 
Finance Corp., 68 F.2d 664 (9th Cir. 1934). In Pennington En- 
gineering Co. v. Spicer Mfg. Corp., 165 F.2d 59 (6th Cir. 1947), 
the invalid claim which was not seasonably disclaimed was held not 
to destroy the validity of the patent, since the invalid claim was not 
a material or substantial part of the invention. The claim in question 
dealt only with a more economical method of making the invention, 
embodied none of the principal features of the device in question, and 
had no real relation to the controversy. This holding was discussed 
and rejected by the court in the principal case. 

Whether the invalid claims are a material or substantial part of 
the invention is a question of fact. Hall v. Wiles, supra. Further, 
under somewhat analogous circumstances, it was held that where the 
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court cannot say from mere inspection that there is a difference in 
substance between two claims, one of which has been held invalid 
and disclaimed, an issue of fact exists precluding summary disposi- 
tion of the matter. Engler v. General Electric Co., 40 F. Supp. 607 
(S.D. N.Y. 1941). It would not seem unreasonable to extend this 
holding to the determination of whether a claim was a material or 
substantial part of the thing patented, as regards the issue being one 
of fact. While some authority contra would seem to exist, examina- 
tion of the cases reveals that where such issues have been decided on 
summary judgment, the court had before it all claims in question, 
and carefully considered whether the valid claims in issue were essen- 
tially similar to invalid claims which had been previously disclaimed. 
Bulldog Electrical Products Co. v. Cole Electrical Products Co., 148 
F.2d 792 (2d Cir. 1945). 

It appears well settled that the patentee must effect a timely appeal 
or disclaimer when he becomes aware that he has claimed more than 
he has invented, and that when a disclaimer is delayed for an un- 
reasonable time, it is tantamount to an original fraudulent claim, be- 
cause of which the patentee loses the privilege of making the necessary 
disclaimer which alone could save his patent. Ensten v. Simon, 
Ascher & Co., 282 U.S. 445 (1931); Radio Condenser Co. v. Gen- 
eral Instruments Corp., 65 F.2d 458 (2d Cir. 1933). In none of 
these cases, however, was the issue of an invalid claim being a mate- 
rial or substantial part of the invention considered. 

It is submitted that the holding in the principal case overrules the 
long standing rule of Hall v. Wiles, supra, and all supporting cases, 
and places a different interpretation on the disclaimer statutes, Rev. 
Stat. §§ 4719 and 4922, supra, to say in effect that even where the 
invalid claim is not a material or substantial part of the invention, a 
failure seasonably to appeal or disclaim will render the patent invalid. 

W. D. P. 


PATENTS—SPECIFICATION—SUFFICIENCY OF DrawiING ALONE TO 
Support AMENDMENTS.—Appellant filed an application for a patent 
relating to an electron discharge tube of the magnetron type with 
cavity resonators, having a plurality of radially tapered anode struc- 
tures. After filing, the specification was amended on the basis of a 
clear showing in the drawing, to further describe the tapered anodes 
as “converging between the inner and outer ends thereof.” Claims 
predicated on the convergence limitation were rejected as containing 
new matter, and applicant appealed to the Patent Office Board of 
Appeals. Held, since the drawing is part of the original disclosure, a 
deficiency in the specification may be corrected by amendment in 
view of drawings under Rules 70 and 71 (now Rules 118 and 117, 
respectively). Ex parte Okress, 90 U.S.P.Q. 352 (1951). 

This holding, seemingly a conventional application of a Patent 
Office rule, contributes added weight to the common belief that Rule 
118 stands as authority to amend the specification in view of a clear 
showing in the original drawing alone. It is asserted that as the 
drawing is part of the original disclosure, the amendment adds no 
new matter by later describing and claiming a depicted feature of the 
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invention, although it was undescribed in the original specification. 
If such a contention is valid, then it would appear that a definite con- 
flict may exist between the rules of the Patent Office and the statutory 
requirements as interpreted by the federal courts, since compliance 
with Rev. Stat. § 4888 (1875), 35 U.S.C. § 33 (1946), requires that 
the inventor file a clear, written description of his invention before 
he can obtain a patent for same. As shown infra, however, no con- 
flict between Rev. Start. § 4888 (1875) and the Rules is claimed 
herein. 

Rule 117 of the Rutes or PracricE oF THE UNITED STATES 
PaTENT OFFicE (1949), requires that the specification, claims and 
drawings must be amended to correct inaccuracies of description and 
definitions, and to secure correspondence between the claims, specifi- 
cation and the drawing. Rule 118 states “in original applications, all 
amendments of the drawings or specifications, and all additions there- 
to, must conform to at least one of them as it was at the time of the 
filing of the application. Matter not found in either, involving a de- 
parture from or an addition to the original disclosure, cannot be added 
to the application even though supported by a supplemental oath, and 
can be shown or claimed only in a separate application.” In applying 
these rules to the principal case, the board did not consider whether 
the disputed limitation existed in the original written description. 
Under Rule 118 a clear showing of the limitation in the original draw- 
ing was deemed sufficient. 

Rev. Star. § 4888 (1875), states in part: “Before any inventor 

. shall receive a patent for his invention . . . he shall file in 


the Patent Office a written description of the same . . . in such 
clear, concise and exact terms as to enable any person skilled in the 
art or science to which it appertains . . . to make, construct . . 

and use the same. . . . ” Rev. Stat. § 4889 (1875), 35 U.S.C. § 34 
(1946), reads: “When the nature of the case admits of drawings, the 
applicant shall furnish one copy . . . which shall be attached to the 


” 


patent as a part of the specification. 

The court, by utilizing these statutes as a foundation, developed a 
number of ancillary “drawing rules” under which reliance on the 
drawing is allowed. Thus, drawings are admissible to clarify a vague 
and uncertain description, or one imperfectly written. Steiner and 
V oegtly Hardware Co. v. Tabor Sash Co., 178 Fed. 831 (C.C.D. N.J. 
1910) ; Gunn v. Savage, 30 Fed. 366 (C.C.D. Conn. 1887). In case 
of ambiguity in the specification, the claims will be construed in the 
light of the written description and drawings, taken together. Strong- 
Scott Mfg. Co. v. Weller, 112 F.2d 389 (8th Cir. 1940). Of course, 
the drawings themselves must display a clear showing of the point 
in dispute. Kiefer Machine Co. v. Unionwerke, 218 Fed. 847 (S.D. 
N.Y. 1914). But, where a patentee in an infringement suit relies 
upon the patent drawings alone to cure a defect which is more than 
a mere ambiguity or uncertain description, the courts have rigidly 
applied Rev. Stat. § 4888 (1875), as an absolute requirement for 
a written description. Permutit Co. v. Graver Corp., 284 U.S. 52 
(1931); Foxboro Co. v. Taylor Instrument Co., 157 F.2d 226 (2d 
Cir. 1946); American Steel Foundries v. Scullin-Gallagher Co., 

9 
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197 Fed. 49 (8th Cir. 1912). These situations obviously do not raise 
the question of amendment in view of the drawings, but rather the 
question of whether the claims in controversy are directed to the pat- 
entee’s invention or to new matter suggested by events subsequent to 
issue of the patent. 

In the Permutit case, now the leading case for the doctrine that the 
statutes prohibit reliance on drawings alone to support claims, the 
Supreme Court was squarely faced with a situation in which the plain- 
tiff alleged that the patent in suit protected a combination including 
a feature which was shown in the drawings but not mentioned in the 
specification. nor in the claims. The court held that the statutory 
requirement prevented such an expansion of the claims of the patent, 
since the requirement for a written description is intended to enable 
the public to determine with certainty what is within the monopoly 
of the patent. 

Applications of the Permutit doctrine to Patent Office practice 
have resulted in the federal courts holding that an amendment to 
the specification in view of a clear showing in the drawing alone, 
with complete absence of a written description of the portrayed fea- 
ture, is rarely permissible. However, it is submitted that the appa- 
rently existing conflict between the Permutit doctrine as applied by 
the courts, and Rule 118 cases as decided by the Patent Office board, 
resolves itself if the factors are considered in each case of (1) whether 
a clear drawing of the matter sought to be added by amendment exists, 
and (2) whether the proposed amendment consists of an attempted 
injection of new matter not in the original application as filed, under 
the guise of a claimed showing in the drawing. 

The statute has been applied, perhaps boldly and somewhat arbi- 
trarily in some cases, to numerous Patent Office practice situations, 
where continuations-in-part, broadened claims, etc., were based on 
matter shown in the drawings alone. Yet an examination of the 
factual situation of each case in the light of the two tests above sug- 
gested discloses that the question in point turns on either or both of 
the criteria. In Good Roads v. Hvass Co., 70 F.2d 625 (2d Cir. 
1934), a continuation-in-part bore the filing date of a later abandoned 
application. The applicant’s specification relied solely on a drawing 
in the parent application as a basis for the early date. But the court 
applied the Permutit rule and pointed out that since the parent appli- 
cation contained no written description of the drawing in question, it 
did not disclose the subject matter of the continuation-in-part. The 
“continuation” was, therefore, held to be based on new matter and 
invalid. The court cited the Permutit rule in Vickery v. Barnhart, 
28 C.C.P.A. (Patents) 979, 118 F.2d 578, 49 U.S.P.Q. 106 (1941), 
as grounds for rejecting claimed interference counts based on a show- 
ing in the drawing alone. Yet the decision merely affirmed the 
lower tribunals’ holdings that the drawing was not clear; the claimed 
dimensional showing was possibly “attributable to draftmen’s error.” 

Although Rule 118 cases (wherein the Patent Office Board of 
Appeals usually quotes the rule as a sole authority for their decisions, 
as in the instant case), seem to give substance to the view that any 
matter shown in the drawings may be subject of an amendment 
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whether originally described or not, yet a more than cursory reading 
of each case discloses that appellant has fully met the “clarity” and 
“new matter” tests. Ex parte Daily, 51 U.S.P.Q. 336 (1941). A 
description of the newly claimed matter is always present in some de- 
gree in the original specification, thus completely conforming to the 
requirements of the statute. Such decisions serve to illustrate the 
attorney’s opportunity, while the application is still processing in the 
Patent Office, to clarify and amplify matter initially within the scope 
of the invention but insufficiently described. The federal courts have 
long been in agreement with this procedure. In the relatively old 
case of General Electric Co. v. Cooper Hewitt Co., 249 Fed, 61 (6th 
Cir. 1918) the court declared that textual insertions by amendments 
based on drawings would do no harm if the insertion was (1) in 
explanation of what was reasonably indicated to be within the scope 
of invention or (2) something that might be fairly deduced from the 
original application. 

The instant case is but another example of the use of Rule 118 to 
allow a fuller definition of a structural configuration, clearly shown 
in the drawing and initially defined rather loosely. Throughout the 
original specification the anode structure in question was described 
as “triangular, trapezoidal, or sector shaped . . . projecting inwardly 
from the peripheral portion.” The board merely held that Rule 118 
would permit this written description to be expanded by the phrase 
“anodes . . . converging between the inner and outer ends thereof.” 

However, any application of the “clarity” and “new matter” tests 
will reveal the presence of each requirement in varying degrees. Thus, 
borderline cases exist which lie in the twilight zone between the am- 
plification and expansion rule of General Electric Co. v. Cooper 
Hewitt Co., supra, and clear violations of the Permutit doctrine. 
The most recent example is Harris v. Air King Products Co., 183 
F.2d 158 (2d Cir. 1950), an infringement suit on three patents 
relating to electron discharge tubes. Insertion by way of amendment, 
in view of a purported showing in the drawing, of a description of 
electron producing jets having a relatively high ratio of “length to 
cross section” where the original text stated the jets were of “com- 
paratively great length” only, was held to be new matter, going be- 
yond expansion and into the realm of substitution. 

An apparent exception to the statutory mandate arises in the “in- 
herency” test applied by the C.C.P.A. to certain machine or mechan- 
ical apparatus specifications. The court has ruled that if a device 
is disclosed which must inherently do a certain thing, that function 
is necessarily disclosed even though nothing is said concerning it. 
Brand v. Thomas, 25 C.C.P.A. (Patents) 1053, 96 F.2d 301, 
37 U.S.P.Q. 505 (1938). Thus, interference counts have been 
awarded on the basis of a clear showing of the disputed machine ar- 
rangement in the drawing, although nowhere mentioned in the speci- 
fication; provided, the claimed feature is an “inherent function” of 
the device in question and its showing in the drawing is perfectly 
obvious. A distinct showing in the drawing alone of a clearance be- 
tween roller ends and supporting cups (used in a universal joint) 
which permitted longitudinal movement of the roller, was held suffi- 
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cient disclosure on which to base claims covering the functional ar- 
rangement of the parts. Padgett v. Warner, 26 C.C.P.A. (Patents) 
1403, 104 F.2d 957, 42 U.S.P.Q. 153 (1939). A cup-shaped mem- 
ber mounted on a motor shaft and enclosing the bearing end (though 
undescribed, but clearly shown in several drawing figures), was 
held to “inherently function” as a means for preventing escape of 
lubricant from the shaft end. Else v. McCormack, 27 C.C.P.A. 
(Patents) 1278, 112 F.2d 782, 46 U.S.P.Q. 79 (1940). 

It would appear then, that the “inherent function” doctrine is in 
keeping with the popular concept of Rule 118. However, such a doc- 
trine provides no license for liberal amendments, indiscriminately 
applied to all varieties of portrayed matter on the claim that an “in- 
herent function” is shown in the drawing alone. The function must 
be positively inherent, without doubt. Inherency allows no possi- 
bilities or probabilities that a certain thing may result from a given 
set of circumstances. Hansgirg v. Kemmer, 26 C.C.P.A. (Patents) 
937, 102 F.2d 212, 40 U.S.P.Q. 665 (1939). 

It is submitted that, in invoking Rule 118, the rule must be read 
in conjunction with Rev. Stat. § 4888 (1875), which it purports to 
implement, and with an eye to the interpretations given that statute 
by the courts. While such practice may allow introduction of an 
amplification or explanation into the specification, it cannot authorize 
the introduction of new matter. And it would appear that, where 
applicant relies upon the inherent function of a feature shown in the 
drawing but not specifically described, the function must be implied 
in the original written description, otherwise it is new matter. 

S. F. M. 


PROCEDURE ON FEDERAL CAUSE OF ACTION PROSECUTED IN STATE 
Court—TRIAL oF IssUE oF FRAUD—RELEASE OF CLAIM UNDER FEp- 
ERAL EMpPLoyers’ LiaBILITy AcTt—TyPe oF Proor AND JuRY TRIAL. 
—Petitioner sued in the state court in Ohio to recover under Federal 
Employers’ Liability Act, 35 Stat. 65 (1908), as amended, 53 Srar. 
1404 (1939), 45 U.S.C. § 51 (1946), for injuries received during em- 
ployment by the railroad. The defendant pleaded a release. Plaintiff 
replied that the release was obtained by fraudulent misrepresentation 
by defendant as to the extent of the release, and that he did not read 
the release before signing it. The jury rendered a verdict for the 
plaintiff; the judge held that the opinion of the jury was merely 
advisory, and rendered judgment for the defendant. The holding of 
the trial court was reversed by the Court of Appeals, but was upheld 
by the Supreme Court of Ohio. The latter court viewed the misrep- 
resentations as involving unilateral mistake or fraud other than fraud 
in the factum, and held it necessary that equitable relief from the 
release be secured before seeking to enforce the original cause of 
action. The issue whether the release was induced by fraud or by 
mistake is for determination by the court, which may submit it to the 
jury for a verdict which is advisory only. Releases by railroad em- 
ployees of FELA claims stand on the same basis as releases generally. 
Unless the release is void, no questions relating to rights under that 
Act arise until the contract of release has been set aside. Dice v. 
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Akron, C. & Y. R. R., 155 Ohio St. 185, 98 N.E.2d 301 (1951). 
Cert. granted. Held, the validity of releases under FELA raises 
federal questions to be determined by federal rather than state law. 
State law is not controlling in determining the incidents of federal 
rights given to employees under that Act but, in order to avoid de- 
feating by states of federally declared standard and to give uniform 
application of Act throughout the country, such incidents must be de- 
termined according to a uniform federal law. Tested by federal law, a 
release induced by the misrepresentations alleged would be void. On 
this issue the right to trial by jury is part and parcel of the remedy 
afforded to railroad workers under FELA, and cannot be classified as 
a merely local rule of procedure. Dice v. Akron, C. & Y. R. R., 
342 U.S. 359 (1952). 

The most important question raised by the case is the extent of the 
uniformity which should govern actions in state courts under federal 
statutes, particularly as regards type of proof and the right of trial 
by jury. In the instant case, the Supreme Court of the United States 
has, on scant prior authority, unequivocally established that validity 
of releases attempting to dispose of federal rights are governed by 
federal law. Having done so, the Court goes on to conclude that the 
instant type of fraud goes to the execution of the instrument, and 
that the plaintiff was entitled to have a jury decide the issue of fraud. 
Under this standard for void instruments, even the Ohio court would 
have allowed jury trial. 

The decision in the instant case did not disturb prior Supreme 
Court decisions relating to the burden of proof, which have held that 
it is a substantive right under FELA, which may not be enlarged or 
diminished by state law. New Orleans & N.R.R. v. Harris, 247 
U.S. 367 (1918); Central Vermont R.R. v. White, 238 U.S. 507 
(1915); cf. American Ry. Express v. Levee, 263 U.S. 19 (1923). 

In Garrett v. Moore-McCormack Co., 317 U.S. 239, 244 (1942), 
an action under the Merchant Marine Act, 38 Stat. 1185 (1915), 
as amended, 41 Stat. 1007 (1920), 46 U.S.C. 688 (1946) (Jones 
Act), the Supreme Court of the United States reemphasized the 
desirability of uniformity in enforcing federal rights, saying: “This 
Court has specifically held that the Jones Act is to have a uniform 
application throughout the country, unaffected by ‘local views of 
common law rules’ . . . The Act is based upon, and incorporates by 
reference, the Federal Employers’ Liability Act, which also requires 
uniform interpretation. . . . This uniformity requirement extends to 
the type of proof necessary for judgment. . ‘i 

In the Garrett case, although the Jones Act makes no mention of 
burden of proof, the Court held that a shipowner defendant who 
pleads a release is under the burden of proving that it was executed 
freely without deception or coercion of the seaman, and that the right 
of a seaman suing in a Pennsylvania court to be free from the burden 
of proof imposed by Pennsylvania law upon one attacking the validity 
of a written release, is a substantive right inherent in his cause of 
action. Since this Garrett decision, analogies have been drawn be- 
tween the Jones Act and FELA, and it has been suggested that the 
rule in the Garrett case be applied to releases under FELA. Ricketts 
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v. Pennsylvania R.R., 153 F.2d 757 (2d Cir. 1946). However, the 
Supreme Court of the United States in Callen v. Pennsylvania R.R., 
332 U.S. 625 (1948) expressly repudiated the idea that the burden 
of proof of releases under FELA is shifted to the defendant. 

In the several states, the amount of proof of invalidity required has 
been variously defined. For example, in Bickart v. Union Barge 
Line Corp., 6 F.R.D. 579 (W.D. Penn. 1947), the court said that 
under the law of Pennsylvania one who attacks the validity of his 
release has the burden of sustaining his allegations by “clear, precise, 
and indisputable evidence.” In the principal case, the Ohio trial court 
stated there was no “clear, unequivocal, and convincing evidence” of 
fraud. Four judges of the Supreme Court of the United States con- 
curred in the reversal on the ground that this was a larger quantum 
of proof than required under the federal practice, which requires that 
proof of fraud need be only by a preponderance of relevant evidence, 
but dissented from the grounds of reversal of the majority of the 
Court. 

It is interesting to note that the majority opinion in the instant case, 
in arguing for a uniform practice in accordance with federal law, 
cites in support Duncan v. Thompson, 315 U.S. 1 (1941). In that 
case, the Court held that agreements not to litigate claims without 
repayment by the injured party came under § 5 of FELA which makes 
void “any contract, rule, regulation, or device whatsoever” intended 
to enable any common carrier to exempt itself from any liability 
under that Act. The Duncan decision was followed in Irish v. Cen- 
tral Vermont R.R., 164 F.2d 837 (2d Cir. 1947), where it was held 
releases obtained by fraud are devices intended to enable the carrier 
to avoid liability, and are within the scope of § 5. However, in the 
Callen case, supra, the Court rejected plaintiff's contention that re- 
leases violated § 5, saying: “Iti is obvious that a release is not a device 
to exempt from liability. . 

Although it classified the fraud in the instant case as legal, the 
Supreme Court of the United States did not purport to limit its hold- 
ing to legal fraud or acknowledge any distinction between legal and 
equitable fraud in specifying particular issues upon which state courts 
must allow trial by jury. In criticizing the Ohio law which “seeks 
to single out one phase of the question of fraudulent releases for 
determination by a judge rather than by a jury,” the Supreme Court 
ignored the distinction between law and equity which exists in the 
federal courts for purposes of jury trial. Ferp. R. Civ. P. 39(c) 
authorizes the federal courts to use an advisory jury in a court action, 
in a proceeding very similar to that in the Ohio trial court. 

The federal courts have attempted to make distinctions between 
legal and equitable fraud, although their conclusions have heretofore 
exhibited no agreement. The right to jury trial has depended upon 
such distinctions as whether the instrument was informal or sealed, 
and upon whether the fraud was in the execution or in the induce- 
ment. See Commentary, 4 Fep. Rutes Serv. 923 (1941); 6 N.Y.U. 
INTRAMURAL L., Rev. 56 (1950). Fraud in the execution of a sealed 
or unsealed instrument is a good defense at law. Union Pacific R.R. 
v. Harris, 158 U.S. 326 (1895). Fraud in the inducement of a sealed 
instrument was not a good legal defense. The remedy was a bill in 
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equity to have the instrument voided. George v. Tate, 102 U.S. 564 
(1880) ; Hartshorn v. Day, 19 How. 211 (U.S. 1856). A majority 
of the circuits have since followed these rulings although there have 
been decisions contrary. Raytheon Mfg. Co. v. R.C.A., 76 F.2d 943 
(ist Cir. 1935). 

In the view of the majority, the release in the instant case is void. 
There being fraud in the execution the issue is legal and proper for 
jury trial. On the other hand, the Ohio court regarded the misrepre- 
sentations as fraud in the inducement and the release as merely void- 
able, because the plaintiff had an opportunity to read it of which he 
did not avail himself. On the issue of fraud in the inducement of 
unsealed instruments the federal courts have disagreed as to the right 
of jury trial. Refusing to permit the issue of fraud in such circum- 
stances to be tried by jury: Mutual Benefit Health & Accident Ass'n. 
v. Warrell, 96 F.2d 447 (8th Cir. 1938); Pennsylvania R.R. v. 
Hammond, 7 F.2d 1010 (2d Cir. 1925) ; Union Pacific R.R. v. Syas, 
246 Fed. 561 (8th Cir. 1917); Levi v. Mathews, 145 Fed. 152 (4th 
Cir. 1906). Permitting trial of the issue of fraud by jury: Graham 
v. Atchison, T. & S. F. R.R., 176 F.2d 819 (9th Cir. 1949) ; Ettelson 
v. Metropolitan Life Ins. Co., 137 F.2d 62 (3d Cir. 1943) ; Raytheon 
v. R.C.A., supra; Harnischfeger Sales Corp. v. National Life Ins. 
Co., 72 F.2d 921 (7th Cir. 1934). 

The concurring opinion in ‘the instant case is justifiably concerned 
with the consequences of the majority reasoning which undermines, 
without expressly overruling, the decision in Minneapolis & St. Louis 
R.R. v. Bombolss, 241 U.S. 211 (1916), where it was directly estab- 
lished that the FELA does not impose the jury requirements of the 
7th Amendment on the states for FELA litigation. Furthermore, 
in saying that the right to trial by jury cannot be classified as mere 
local rule of procedure, the holding seems at odds with many previous 
federal court decisions which have expressly held that the matter of 
a jury trial is a procedural matter governed by the law of the forum. 
Ettelson v. Metropolitan Life Ins. Co., supra; Logan v. Holman, 7 
F.R.D. 596 (D. N.J. 1947) (Both allowing jury trial in diversity 
actions on issues which by state law would have been tried by the 
court). Although conflict of laws rules are not involved in the in- 
stant case, it is conceivable that the holding in the instant case may 
also have an impact upon the conflict decisions. 

There has recently been a trend to enlarge the scope of “‘substance”’ 
at the expense of “procedure” by regarding pleadings as substantive, 
indicated for example in First National Bank of Guthrie Center v. 
Anderson, 269 U.S. 341 (1926), where the Supreme Court of the 
United States held that in a case from a state court the question 
whether the federal right was sufficiently alleged in the pleading must 
be determined by this Court for itself. In Brown v. Western R.R. 
of Alabama, 338 U.S. 294 (1949), the Supreme Court of the United 
States held that the construction of the complaint by the state court 
in accordance with state practice is not binding on this Court, which 
will itself construe the allegations of the complaint in order to deter- 
mine whether allegations of negligence are sufficiently particular in 
an FELA case. 


In the instant case, it is to be noted that the Supreme Court did 
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not include, as incidents of the federal right, certain advantages which 
pleading under the Federal Rules of Civil Procedure might offer 
over the pleading requirements in the Ohio trial court. The invalid- 
ity of the release might be handled in the pleadings several ways in 
the federal courts. The most liberal position is that of Graham v. 
Atchison, T. & S. F. R.R., supra, where it was held that where em- 
ployer pleaded a release as a defense to action under FELA, the 
plaintiff could, without further pleading, show that the signing of the 
release was induced by mistake or fraud. An intermediate position 
is taken in the Bickart case, supra, where it was indicated that had 
the burden of proof been on the plaintiff, the court would have 
ordered a reply from plaintiff to the answer of a release. Under the 
holding in Jack Mann Chev. Co. v. Associates Inv. Co., 125 F.2d 
778 (6th Cir. 1942), a release or contract of settlement of a disputed 
claim, when timely pleaded, is a bar to an action on such claim so 
long as it is not rescinded. However, in Thorla v. Louisiana Midland 
R.R., 90 F. Supp. 553 (W.D. La. 1950), the court held that the 
fact plaintiff pleaded a release, which he sought to have set aside, 
did not necessitate two suits, but both issues could be tried by a jury. 
Under the holding in the Graham case, rescission need not be alleged 
in the pleadings. And since the court would not know what kind 
of fraud, whether legal or equitable, was before it until the evidence 
was introduced, a jury trial could be obtained under Federal Rules 
of Civil Procedure. 

It is submitted that the better reasoning is in the minority opinion 
in the instant case, which would leave to the states their traditional 
ways of dealing with the issue of fraud. M. I. H. 


TAXATION—DEDUCTIBILITY OF PAYMENTS FOR OVERCHARGES IN 
VIOLATION OF Prick Conrrot, Acts.—The taxpayer, a Massachu- 
setts corporation, was engaged in the textile business, manufacturing 
and selling woolen, worsted, cotton and rayon fabrics. The Office of 
Price Administration alleged that the corporation had made over- 
charges on the sale of its fabrics during the period from June 22, 1942, 
to October 16, 1944, in violation of the Emergency Price Control Act 
of 1942, 56 Star. 23 (1942), as amended, 58 Strat. 632 (1944). 
These overcharges resulted from use of foreign top instead of foreign 
grease wool in computing raw material costs, and application to the 
calculated costs of a profit ratio involving the cost of goods sold in 
1941 rather than a profit ratio based upon the cost of goods manufac- 
tured in 1941. On November 22, 1944, a consent decree was entered 
in the Federal District Court of Massachusetts, providing inter alia 
for a money payment of an amount equal to the overcharge for the 
period in question. The overcharges of $2,065,842.02 were paid to 
the OPA in settlement of the controversy before the judgment was 
signed. In its tax returns for the year 1944, the taxpayer deducted 
such payment from gross income under the classification of “Other 
Deductions.”” The Commissioner of Internal Revenue disallowed the 
deduction, contending that it was deductible neither as an ordinary 
and necessary business expense nor as a loss. Held, the payment of 
$2,065,842.02 was deductible as an ordinary and necessary expense 
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under §23 (a) (1) (A) of the Internal Revenue Code. Pacific 
Mills, 17 T.C. No. 80 (1951). 

Section 205 (e) of the Emergency Price Control Act of 1942, 
supra, provided that a person buying a commodity for use or con- 
sumption other than in the course of trade or business at a price in 
excess of that established by orders or regulations under the Act 
might bring an action for $50 or for treble the amount by which the 
consideration exceeded the applicable maximum price, whichever was 
the greater. Provision was also made that if the buyer was not en- 
titled to bring suit the Price Administrator might bring such action on 
behalf of the United States. The Bureau of Internal Revenue issued 
I.T. 3627, 1943 Cum. Butt. 111, which held, among other things, that 
amounts paid in satisfaction of a judgment as the result of a suit 
brought by the Price Administrator or amounts paid by way of com- 
promise or settlement of such suits were not deductible for income 
tax purposes because they were in the nature of penalties for law 
violation even though the action was a civil one. Shortly thereafter, 
I.T. 3630, 1943 Cum. Buty. 113, was issued holding that payments 
made to the United States of sums representing overcharges on sales 
made to consumers who had a right of action against the seller were 
deductible from gross income as an ordinary and necessary business 
expense. However, such payments were not allowable as a deduction 
where made as the result of a cause of action in favor of the Price 
Administrator on behalf of the United States if the buyer was not 
entitled to bring suit. 

The Stabilization Act of 1942, 56 Srar. 765, 767 (1942), amended 
the Emergency Price Control Act of 1942, supra, to provide that 
wages or salaries should not be paid in violation of regulations pro- 
mulgated under the Act by the President. Likewise, the President 
was to prescribe the extent to which any wage or salary payment made 
in contravention of such regulations was to be disregarded by the exec- 
utive departments and other governmental agencies in determining the 
costs or expenses of any employer for the purpose of any other law 
or regulation. 

Section 205 (e) of the Emergency Price Control Act of 1942, supra, 
was amended by section 108 (b) of the Stabilization Extension Act 
of 1944, 58 Srar. 632 (1944). The amendment gave the purchaser 
of a commodity, for consumption other than in the course of trade or 
business, sold in violation of a price regulation, the right to bring an 
action against the seller within one year from the date of the occur- 
rence of the violation. The court in its discretion could determine 
the seller’s liability to be as much as three times the amount of the 
overcharge or overcharges. However, if the defendant proved that 
if the violation of the regulation, order, or price schedule in question 
was neither willful nor the result of failure to take practicable precau- 
tions against the occurrence of the violation, liability was limited to 
the amount of the overcharge or overcharges or $25, whichever was 
the greater. If such buyer failed to bring action within thirty days 
from the date of violation, the Administrator might institute such a 
suit on behalf of the United States within the one-year period. After 
this amendment, the Bureau held in I.T. 3799, 1946-1 Cum. Butt. 
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56, that amounts paid to the United States on account of an action 
instituted or proposed to be instituted under this section by the Price 
Administrator were not deductible from gross income. Further, it 
was immaterial that the violations were not willful or the result of 
failure to take practicable precaution to prevent their occurrence. 

In the principal case the Tax Court found as a fact that violation of 
OPA regulations was neither willful nor a result of failure to take 
practicable precautions and was not a result of unreasonable lack of 
care. In view of this finding, it was held that the payment made to 
OPA in 1944 was deductible as an ordinary and necessary business 
expense under § 23 (a) (1) (A) of the Code. Following Jerry 
Rossman Corporation v. Commissioner, 175 F.2d 711 (2d Cir. 
1949), the Tax Court stated that the test of deductibility of the pay- 
ments was whether the allowance of the deduction would frustrate the 
sharply defined policies of the Emergency Price Control Act of 1942, 
supra, In the Rossman case, supra, the taxpayer was a converter of 
“greige goods” and had unwittingly overcharged its customers by 
claiming larger shrinkages than the regulations allowed. Upon dis- 
covering its error, the taxpayer voluntarily disclosed the violation and 
made the payment of excess charges to OPA in settlement of the 
cause of action for price ceiling violations. The court, speaking 
through Hand, J., held that: (1) the payment was not a penalty, (2) 
even if such payment were a penalty, that was not a “rigid criterion” 
of its deductibility, and, (3) the evidence indicated that the allowance 
of such a deduction would not frustrate the policies of the Act. The 
court relied upon Commissioner v. Heininger, 320 U.S. 467 (1943), 
where the Supreme Court held that legal expenses incurred in an un- 
successful defense of a postal fraud order were deductible since such 
allowance of the deduction would not frustrate the sharply defined 
policies of the statutes which authorized the Postmaster General to 
issue fraud orders. 

A somewhat similar problem arose in Sullenger, 11 T.C. 1076 
(1948), although in that case the question was whether payments in 
excess of OPA prices should be allowed as part of the cost of goods 
sold. The taxpayer operated a retail meat market and paid amounts 
in excess of the OPA prices for his meats. The Commissioner dis- 
allowed such excess amounts as a part of the cost of goods sold. The 
Tax Court held that the excess amounts must be included in the cost 
of goods sold since to stay within the Constitution the goods sold must 
be deducted from gross receipts in order to arrive at gross income. 
Prior to this decision the Bureau had issued I.T. 3724, 1945 Cum. 
Buu. 57, in which it was ruled that payments in excess of ceiling 
prices set by OPA could not legitimately be classified as a part of the 
cost of goods sold since public policy decreed that no tax advantage 
should be derived from such expenditures. The Tax Court rejected 
the Bureau’s position and stated that the payments were part of the 
cost of goods sold and were not claimed by the taxpayer as a deduc- 
tion under § 23 of the Code. 

In The Weather-Seal Manufacturing Company, 16 T.C. 1312 
(1951), the National War Labor Board determined that salaries and 
wages had been paid in violation of the Emergency Price Control Act 
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of 1942, supra. On its returns for fiscal years 1945 and 1946, tax- 
payer deducted the amount in question under the heading of salaries 
and wages on “Schedule A—Cost of Goods Sold.” The Commis- 
sioner disallowed the $5,000 as a deduction for each year and the Tax 
Court concluded that his action was proper, holding that compensa- 
tion for personal services rendered were allowable as a deduction, 
under §23 (a) (1) (A) of the Code, only if reasonable in amount 
regardless of whether they were reported on the return as a part of 
the cost of goods sold or otherwise as a deduction from gross income. 
The court stated further that as a matter of law such payments did 
not constitute reasonable compensation deductible under the applicable 
section of the Code since the Emergency Price Control Act of 1942, 
supra, and orders issued pursuant thereto stated that wages and sal- 
aries paid in violation of the Act were to be disregarded in determin- 
ing deductible expenses. The decision is now on appeal to the United 
States Court of Appeals for the Sixth Circuit. 

Section 405 (a) of the Defense Production Act of 1950, 64 Star. 
798, 50 U.S.C. App. §§ 2061 et seg. (Supp. 1950), as amended, Pub. 
L. No. 96, 82d Cong., 1st Sess. (July 31, 1951), 50 U.S.C.A. App. 
§§ 2061 et seg. (Supp. 1951), gives the President authority to pre- 
scribe the extent to which payments made by any person in violation 
of Title IV of the Act shall be disregarded by other governmental 
agencies in determining such person’s costs or expenses under other 
laws or regulations, including bases in determining gain for tax pur- 
poses. Section 405 (b) gives the President similar authority with 
respect to payments for wages, salaries, or other compensation, how- 
ever, it omits the phrase “including bases in determining gain for tax 
purposes.” The same difficulties may not arise in disallowing as a 
deduction payments in violation of the present Act that were encoun- 
tered by the Commissioner under price control laws passed during 
World War II. It is possible that such excess payments under the 
present Act will be held as a matter of law to be neither reasonable 
nor ordinary and necessary in view of the provisions of §405. There 
is the possibility that a difficulty may be encountered in avoiding the 
doctrine of the Sullenger case, supra, if an attempt is made to disallow 
the cost of an item that becomes part of the cost of goods sold. How- 
ever, the Supreme Court has not yet passed upon this question. 

The decision in the principal case does not appear to be sound. 
Payments made to the OPA in settlement for alleged violations of the 
price control law and regulations thereunder should not be deductible 
as an ordinary and necessary business expense under the applicable 
section of the Internal Revenue Code. In the Rossman case, supra, 
and other cases allowing such payments as deductions, the courts 
relied upon Commissioner v. Heininger, supra. In that case the Su- 


preme Court had held that allowance of the legal fees as a deduction 
did not frustrate the policies of the statutes under which postal fraud 
orders were issued. The decisions in the principal case and in the 
Rossman case, supra, were likewise based upon the proposition that, 
where the violation was innocent and unintentional, the allowance of 
such payments to OPA as a deduction would not frustrate the sharply 
defined policies of the price control law. Section 405 (b) of the De- 
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fense Production Act of 1950, supra, adopted the language of the 
Stabilization Act of October 2, 1942, supra, with respect to penalties 
for violation of the wage and stabilization program. In commenting 
on this section the report of the Senate Committee on Banking and 
Currency, Sen. Rep. No. 2250, 81st Cong., 2d Sess. (1950), stated 
that the disallowance of illegal wage payments as a cost for the pur- 
pose of computing taxes was an effective deterrent to violation of 
wage-stabilization regulations. This lends support to the position that 
allowance as a deduction of payments made in violation of the price 
control law does frustrate the policies of such a law. It is submitted 
that the Heininger decision, supra, should be read as distinguishing 
between legal expenses of an unsuccessful defense against a fraud 
order and the payment of a fine or penalty and should not be inter- 
preted as allowing the payment of fines or penalties as a deduction if 
they did not “frustrate the sharply defined policies of the applicable 
statutes.” The Supreme Court alone can make clear whether its deci- 
sion has been applied properly in cases involving price control viola- 
tions. a. Is 






TaxaTION—Money REcEIVED THROUGH EXTORTION INCLUDABLE 
1n Gross INcomE.—Taxpayer was convicted of willfully attempting 
to evade federal income tax by omission from his return of $250,000 
received by extortion. The Supreme Court in a 5-4 decision held, 
money received by extortion constitutes taxable income. Rutkin v. 
United States, 343 U.S. 130 (1952). 

The taxpayer contended that money so obtained is not subject to 
federal income tax on the basis of Commissioner v. Wilcox, 327 U.S. 
404 (1946), which conditions taxable gain upon: (1) presence of a 
bona fide legal or equitable claim to the alleged gain and (2) absence 
of an unconditional obligation to repay or return what would other- 
wise constitute a gain. The Court in the Rutkin case, supra, limited 
the Wilcox decision to its particular facts, and rested its decision 
upon the basic decisions of the past. 

The scope of taxing acts is to be determined by the practical sub- 
stance of transactions, the location of the economic benefits and by the 
actual control over the property taxed—the actual benefits for which 
the tax is paid rather than by technical refinements of title. Corliss 
v. Bowers, 281 U.S. 376 (1930). The taxability of illegal gains has 
been well settled for quite some time. In United States v. Sullivan, 
274 U.S. 259 (1927), the Court found no difficulty in taxing the 
gains from illegal liquor traffic under § 213 (a) of the Revenue Act 
of 1921, 42 Srat. 237, which is in all material respects identical to 
§22 (a) of the Internal Revenue Code. The Court saw no reason 
to exempt an illegal business from paying taxes it would have had 
to pay if it had been a lawful business. 

In Helvering v. Clifford, 309 U.S. 331 (1940), the Court said 
that the purpose of Congress is to exercise its taxing power fully. 
Tyler v. United States, 281 U.S. 497 (1930), held that taxation is an 
“eminently practical matter” and the substance and not the form 
should govern. The Court in Helvering v. Horst, 311 U.S. 112 
(1940), said that common understanding and experience are the 
criteria for interpretation of the revenue laws. 






tne i a ae 





ne | 


iad, Mo kb) ae 








RECENT CASES 797 





The position of the taxpayer in this case was that under the laws 
of New Jersey, where the extortion was committed, the person from 
whom the money was obtained may replevy the same, N.J.S.A. 2: 73- 
1, 2, and that under the doctrine of the Bank of United States v. Bank 
of Washington, 6 Pet. 8 (U.S. 1832), that money received without 
legal right or authority creates an immediate obligation to repay. Ap- 
plying these together under the doctrine of the Wilcox case, supra, 
there was no legal or equitable claim, and there was an unconditional 
obligation to repay. Should the Wilcox case be read as broadly as the 
taxpayer wishes (the necessity of the twin criteria) then most if not 
all illegal income or gain is not subject to income tax. To determine 
what would be taxable would depend upon varying state laws which 
would indicate the presence or absence of title or claim in the hands 
of the law breaker. For an example of this see Akers v. Scofield, 
167 F.2d 718 (Sth Cir. 1948) where under the Texas law the swindler 
(larceny by trick) receives voidable title, and hence, meets the re- 
quirements of taxability. Had the wrongdoer received his gains 
through embezzlement or theft where no title passes (in Texas) 
under the Wilcox rule there would be no tax liability. 

The courts have stated that the revenue laws should be interpreted 
as the man on the street would understand them. Helvering v. Horst, 
supra. It is submitted that the man on the street seeing one who 
obtains his income through an illegal business such as gambling or 
illegal liquor traffic would say that such a man should pay a tax on his 
income so derived. How then is a man who receives his income 
through an equally illegal means, but with a good deal more violence, 
any different? Is one who runs an extortion racket any different 
than the one who operates an illegal business which resembles those 
of the legal type? The Tax Court in Joseph Nitto, 13 T.C. 858 
(1949), said that one who ran such a “racket” was taxable on the 
receipts. The rule of the Wilcox case, supra, did not apply where 
the money was parted with by a conscious act of the party who paid 
and not as in Wilcox, unknown to the person from whom it was 
embezzled. 

The dissent expresses the opinion that it stretches previous tax 
interpretations too far to classify the sporadic loot of an embezzler, 
extortionist, or robber as taxable earnings derived from a business, 
trade or profession. See Rutkin v. United States, supra (dissenting 
opinion). This overlooks the all inclusive phrase in § 22 (a) of the 
Internal Revenue Code defining gross income as including gains, 
profits and income derived “. . . from any source whatever.” It 
has been said there is no such thing as a little illegality—all such ille- 
gal gains then should be treated alike. It appears that the better 
course would be to follow the decision of the principal case and tax 
the gain in the hands of the person who has the “freedom to dispose 
of it at will” and “derives readily realizable economic value from it.” 
Rutkin v. United States, supra at 137. To those who point out that 
the taxpayer who has acquired illegal gains may have to return the 
money, it may be pointed out that G.C.M. 16730, XV-1 Cum. Butt. 
179 (1936), gives a deduction in the year of repayment. It also has 
been suggested that Congress amend the Internal Revenue Code to 
give the taxpayer in such a situation the option of a deduction in the 
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year of repayment or a right to go back and amend the return for the 
year of receipt. Contra, United States v. Lewis, 340 U.S. 590 
(1951). Ss. S.C. 


TAXATION — PERIOD FOR WHICH DeEpUCTIONS AND CREDITS 

TAKEN — DEDUCTIBILITY OF RESERVES FOR EsTIMATED FUTURE 
BACK-FILLING EXxPENSE.—A partnership engaged in coal mining 
used the strip mining method to remove the coal from land it had 
leased in West Virginia. After mining the coal, the partnership was 
required both by the terms of its leases and by state statute to “back- 
fill” the land, #.e., replace the overburden, fertilize, and plant vegeta- 
tion. A penal bond was posted to insure faithful performance of the 
statutory obligation. All the coal was removed from these lands 
during 1945, but back-filling was not carried out until the spring of 
1946. Both on the partnership books, which were kept on the accrual 
basis, and its federal income tax return for the calendar year 1945, 
a reserve was created and a business expense accrued and deducted 
to reflect the estimated future cost of back-filling. This estimate 
was determined by one partner who had had long experience strip 
mining in that locality. The following year, the 1945 tax return was 
amended, reducing that amount some 20% to agree with the actual 
back-filling cost. The Tax Court sustained the Commissioner in his 
disallowance of the 1945 deduction. Held, reversed and remanded; 
all the facts had occurred which determine that a liability had been 
incurred, and the amount was susceptible to estimate with reasonable 
accuracy in the tax year. Harrold v. Commissioner, 192 F.2d 1002 
(4th Cir. 1951). 

The Tax Court has held almost uniformly that no expense should 
be accrued when either the fact of liability or the amount thereof is 
uncertain. Amalgamated Housing Corp., 37 B.T.A. 817 (1938), 
aff'd per curiam, 108 F.2d 1010 (2d Cir. 1940); Atlas Mixed Mor- 
tar Co., 23 P.T.A. 245 (1931); Union Paving Co., 6 B.T.A. 527 
(1927). Likewise, the Court of Claims has denied the deduction of 
the cost of magazines estimated to be unsold and which the taxpayer, 
a magazine distributor, was obliged to repurchase. Readers’ Pub. 
Corp. v. United States, 40 F.2d 145 (Ct. Cl. 1930). In the main, 
circuit courts have been extremely reluctant to permit deduction of 
anticipated expenses. Capital Warehouse Co., Inc. v. Commissioner, 
171 F.2d 395 (8th Cir. 1948); Spencer, White & Prentis, Inc. v. 
Commissioner, 144 F.2d 45 (2d Cir.), cert. denied, 323 U.S. 780 
(1944); but cf. Ohmer Register Co. v. Commissioner, 131 F.2d 
682 (6th Cir. 1942); Baltimore & O. R.R. v. Commissioner, 78 
F.2d 456 (4th Cir. 1935). 

The instant case, in the Tax Court’s opinion, was controlled main- 
ly by Spencer, White & Prentis, Inc. v. Commissioner, supra, and the 
appellate court granted that the cases were probably indistinguishable. 
There the estimated future cost of restoring properties temporarily 
disrupted by a contractor constructing a subway was held non-deduc- 
tible, though the taxpayer had reported as income the full amount 
he was to receive under the subway contract. The liability was 
deemed not to have accrued. 


















RECENT CASES 799 


The fundamental rule expressed in every revenue statute from 1916 
to date is that net income shall be computed in accordance with the 
taxpayer’s bookkeeping methods; and prima facie, it is only in those 
cases of expressed exception, or where the accounting methods em- 
ployed do not clearly reflect income, that the Commissioner has 
license to deviate from this principle. Int. Rev. Cope § 41. In the 
early landmark case of United States v. Anderson, 269 U.S. 422 
(1926), generally accepted business accounting methods were recog- 
nized as the proper criteria for computing taxable net income, and 
expenses were held to be properly accrued when all the events had 
occurred which fix the amount of the expense and the liability of the 
taxpayer to pay it. Supporting cases reiterated that accrual was 
necessary to charge income earned during the taxable period with 
expenses incurred and properly attributable to the production of in- 
come during that period. American National Co. v. United States, 
274 U.S. 99 (1927). 

In later cases, however, the emphasis shifted and greater weight 
was accorded the practical aspects of administering the tax law by 
application of the doctrine termed “the annual accounting concept.” 
Burnet v. Sanford & Brooks Company, 282 U.S. 359 (1931). United 
States v. Anderson, supra, was distinguished, and the outside limits 
for the application of the rule of that case were set by Lucas v. 
American Code Co., 280 U.S. 445 (1930). There it was held that 
expenses accrued to cover highly contingent liabilities were not allow- 
able deductions although they might represent the accounting practice 
of prudent businessmen. In Brown v. Helvering, 291 U.S. 193 
(1934), an insurance agent reported in his year’s income commis- 
sions for policies written during that year, but which were to remain 
in force for as long as five years. By contract, he was obligated to 
return a portion of his commission at any time a policy might be 
canceled. Based on reliable experience, he estimated the amount of 
commissions that would have to be returned in future years and de- 
ducted that from his current year’s income. Since neither the fact 
of liability nor its amount were fixed and absolute, and because a 
change to the reserve method for “return commissions” was an ac- 
counting inconsistency not clearly reflecting income, the deduction 
was disallowed. Again no deductions were permitted in cases where 
the taxpayer vigorously denied liability for other purposes, but in- 
consistently accrued and deducted the expense in computing their in- 
come taxes. Security Flour Mills Co. v. Commissioner, 321 U.S. 
281 (1944) ; Dixie Pine Products Co. v. Commissioner, 320 U.S. 516 
(1944). All of these cases have purported to follow the Anderson 
case, supra, even though they have stated exceptions to its rule in 
such broad terms as to leave practically no area for its application. 

The present case shows that there are still some circumstances 
where the Anderson doctrine applies. In the instant case the court 
was not blinded by the oft-stated rule that the only reserves which 
may be deducted are those for bad debts and depreciation allowed by 
statute; nor was it confused, as so often happens, by the ambiguity 
surrounding the word “reserve.” Rather, the court looked to the 
degree of accuracy with which the amount of the liability could be 
predicted. 
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The Commissioner does not follow the Harrold case in other cir- 
cuits, and no appeal is to be taken from the decision. This is regret- 
table. The Supreme Court should have the opportunity to affirm a 
decision which sets forth a rule correct in both law and accounting, 
but at the same time so universally disregarded. W. S. Mc. 


TRADE REGULATION — UNFAIR COMPETITION — CONFUSION OF 

SponsorsH1Pp.—Defendant owned and operated a men’s clothing store 
in Pittston, Pennsylvania, under the name “Esquire Shop.” Plain- 
tiff, publisher of “Esquire” Magazine, sent defendant letters asking 
defendant to discontinue use of the name “Esquire Shop.” Defendant 
advertised in a local newspaper that he was not connected in any way 
with any organization bearing a similar title to “Esquire Shop,” 
and that he did not pattern his merchandise after ideas propounded 
by any national magazine. Early in 1951 defendant changed the name 
of his store to “Sam Maira’s Esquire Shop, Style Creators,” the 
word “Esquire” being in block lettering. Plaintiff brought suit to 
enjoin defendant from use of the name “Esquire,” alleging unfair 
competition. Held, injunction granted; plaintiff’s trade-mark “Es- 
quire” having acquired a secondary meaning in the field of men’s 
clothing, plaintiff is entitled to protection of its reputation against 
the use of that name by defendant. Esquire, Inc. v. Maira, 101 F. 
Supp. 398 (M.D. Pa. 1951). 

The court, in the instant case, having found that the plaintiff's 
trade-mark for a magazine had acquired a secondary meaning in the 
field of men’s fashions and clothing due to plaintiff’s promotional and 
advertising policies, and without considering that defendant’s use 
might be descriptive, based its decision upon the doctrine of confusion 
of sponsorship as set forth in Triangle Publications v. Rohrlich, 167 
F.2d 969 (2d Cir. 1948), and Hanson v. Triangle Publications, Inc., 
163 F.2d 74 (8th Cir. 1947), cert. denied, 332 U.S. 855 (1948). In the 
latter case, the plaintiff, publishing a magazine for teen-age girls under 
the fanciful trade-mark “Seventeen,” sought to enjoin defendant’s use 
of the word on dresses for teen-age girls. In granting the injunction, 
the court held that defendant’s use of the word created a likelihood 
that the public would erroneously believe that defendant’s dresses 
were advertised in or sponsored by the magazine, and that plaintiff’s 
reputation and good will would thereby be injured. This represented 
an extension of the rule that the owner of a fanciful or arbitrary trade 
name which has acquired a secondary meaning is entitled to protection 
of his reputation against use of the name even upon non-competing 
goods, if such use is likely to confuse the public into thinking the 
goods originated with the owner of the trade name. Yale Electric 
Corp. v. Robertson, 26 F.2d 972 (2d Cir. 1928); Aunt Jemima 
Mills Co. v. Rigney & Co., 247 Fed. 407 (2d Cir. 1917). In the 
Triangle Publications, Inc. v. Rohrlich case, supra, the court found 
for the plaintiff on substantially the same set of facts. Judge Frank, 
in dissenting, attacked the decision on several grounds, chiefly that 
“Seventeen” was descriptive of youth, there was no showing of con- 
fusion, and that the probability of confusion of source “is so slight as 
to be virtually incredible.” 
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Whether a word is fanciful or arbitrary, and thus available for use, 
or open to objection because it is descriptive “must depend upon the 
circumstances of each case.” Bennett v. McKinley, 65 Fed. 505 (2d 
Cir. 1895). Thus a word which may be arbitrary or fanciful as 
applied to certain goods may be descriptive as applied to others. 
Bennett v. McKinley, supra, The test is the imaginativeness involved, 
RESTATEMENT, Torts, §721 (1938). In general, the courts will not 
protect a purely descriptive trade name which has not acquired a 
secondary meaning. Griffin Shoe Polish Mfg. Co. v. It Shoe Polish 
Co., 80 F.2d 514 (4th Cir. 1935). But in exceptional cases where the 
descriptive name has acquired a secondary meaning, its use by com- 
petitors selling the same or similar goods has been restrained, espe- 
cially if the competitor by passing off the goods might deceive the 
public as to their source and obtain a free ride. Wisconsin Electric 
Co. v. Dumore Co., 35 F.2d 555 (6th Cir. 1929). Where the sec- 
ondary meaning is exceptionally strong, the deceitful user may be 
completely enjoined from use. Speaker v. Shaler Co., 87 F.2d 985 
(7th Cir. 1937). The courts have been reluctant, however, to enjoin 
use of a descriptive word or name on unrelated or remotely related 
goods. In Canal Co. v. Clark, 13 Wall 311, 327 (U.S. 1871) the 
court held that the second user, in describing truthfully his product 
by use of the name or words, may create confusion in the minds of 
the public as to origin or ownership of the goods, but if his use were 
true, there was “no legal or moral wrong done.” But the courts 
came to recognize that there was a possibility of a wrong when the 
first user had acquired a secondary meaning so that, even where sub- 
sequent users had had a right to use the word because, in its primary 
sense, it was descriptive, they must accompany such use of the word 
with sufficient distinguishing marks “to prevent the otherwise nor- 
mally resulting fraud.” G. & C. Merriam Co. v. Saalfield, 198 Fed. 
369, 373 (6th Cir. 1912); Wéisconsin Electric Co. v. Dumore Co., 
supra. In the cases where the user of an arbitrary or fanciful name 
on his product has sought to enjoin others from use of the name on 
unrelated or remotely related goods, the use being descriptive of 
such goods, the courts have either refused relief altogether, Time, Inc. 
v. Viobin Corp., 40 F. Supp. 249 (E.D. Ill. 1941), cert. denied, 317 
U.S. 673 (1942), 27 Iowa L. Rev. 664; or granted only partial relief, 
Esquire, Inc. v. Esquire Bar, 37 F. Supp. 875 (S.D. Fla. 1941). In 
the latter case, the court originally only required defendant to dis- 
tinguish his restaurant name from plaintiff’s magazine name, but on 
rehearing, in view of defendant’s bad faith, the court granted an 
absolute injunction. In Vogue Co. v. Thompson-Hudson Co., 300 
Fed. 509 (6th Cir. 1924), the court found the word “Vogue” to be 
arbitrary as regards magazines, but descriptive as regards hats, cloth- 
ing, and clothing shops, the word being synonymous with fashion, 
and while it was likely that confusion of sponsorship would exist, it 
was a mistake the responsibility for which the plaintiff must bear, 
“because it chose as the name of its magazine a word which all were 
at liberty to use.” 

In the instant case, the court apparently did not consider whether 
the word “Esquire” was descriptive when used to designate a men’s 
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clothing store. Webster’s Unabridged Dictionary defines “esquire” 
as a gentleman, one of the gentry of rank next below that of knight. 
It would appear that the word can connote only one thing when used 
to designate a men’s clothing store, thus “Esquire Shop” means 
“Gentleman’s Shop.” This contention seems to be borne out by the 
existence of large numbers of “Esquire” shops throughout the country 
(see Manhattan, Boston, Washington Telephone Directories). The 
existence of these shops is a fact of which the court can and should 
take judicial notice in considering the question of descriptiveness. 

It is submitted that where, as in the instant case, there appears to 
be some color of right in the defendant to the use of a name or word 
in connection with his goods or business, remote from that of plain- 
tiff, the dissenting opinion of Judge Frank in Triangle Publications, 
Inc. v. Rohrlich, supra, bears directly on the question, and the court 
should require showings of actual confusion and damage to reputation 
before granting relief as drastic as an absolute injunction, especially 
where, as here, defendant has taken steps to differentiate. 


D. P. K. 


TrapeE Sercrets—Basis For ReELiEF—A Swedish corporation 
granted the Navy Department, for a consideration of six hundred 
thousand dollars, an exclusive and irrevocable license to make, use 
and have made in the United States for the United States’ use a 40mm 
water-cooled anti-aircraft gun manufactured by a secret process. 
The United States provided foreign allies with the gun under the 
Lease-Lend Act of World War II. 55 Srar. 33 (1941), 22 U.S.C. 
§§ 411-419 (1946). The owner brought suit in the United States 
District Court for the District of Columbia: one against the United 
States sounding in tort, one against the United States for a declara- 
tory judgment sounding in contract, and one against the Secretaries of 
Defense, Navy, Army and State. The latter case was correctly dis- 
missed for lack of a proper party defendant. The court below granted 
defendant’s motion to dismiss the two remaining cases. The court of 
appeals held, dismissal affirmed; although the complaint was couched 
in terms of tort this was an action for breach of contract, and since 
the demand for judgment was two million dollars, the District Court 
therefore lacked jurisdiction. 28 U.S.C. § 1346a(2) (Supp. 1951). 
Aktiebolaget Bofors v. United States, 194 F.2d 145 (D.C. Cir. 1951). 

The court held that the complaint did state a cause of action in con- 
tract, but that it did not state a cause of action in tort. Proper juris- 
diction was found to be exclusively with the Court of Claims because 
the statute, 28 U.S.C. § 1346a(2) (Supp. 1951), limits recovery in 
district courts to ten thousand dollars. Disposition of the case was 
therefore made upon a point of pleading, but the result was dependent 
upon an issue of substantive law. The court reasoned that the gist of 
the action was for breach of contract because it was necessary for the 
owner to plead and prove the contract limiting the Government in its 
use of the secret. Whittaker v. Collins, 34 Minn. 346, 25 N.W. 632 
(1885). The court cited the RestaTEMENT, Torts § 757 (1939), 
as showing that it was the impropriety of the act that gave rise to the 
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cause of action in tort. However, in this case the court indicated that 
this was not true because the only right invaded was one created by 
the contract. The court further rationalized the decision by holding 
that this type of tort action could not be maintained against the Gov- 
ernment because the applicable statute, 28 U.S.C. § 2680h (Supp. 
1951), did not permit suits against the United States for interference 
with contract rights. 

In Whittaker v. Collins, supra, where plaintiff brought suit for 
damages incurred by a doctor’s negligence, a contract for the care of 
the plaintiff existed between him and a firm of which the defendant 
wrongdoer was a member. The court held that the action was ex 
quasi contractu, since the other doctors were joint obligors and not 
joined, the complaint was properly dismissed. The result is subject 
to criticism, but the precedent set would seem to be particularly of 
little value in deciding a case involving the disclosure of a trade secret. 


In relying upon the RESTATEMENT, Torts § 757 (1939), to show 
that the complaint did not state a cause of action in tort, the court 
apparently did not consider that an injured party may have a concur- 
rent cause of action in tort for breach of confidence with the contract 
cause of action. Further comment in paragraphs (c) and (j) of 
RESTATEMENT, Torts § 757 (1946), specifically advises that a breach 
of confidence is a tort whether or not it is a breach of contract. 

Historically and apparently to the present time the remedy for the 
tort of a breach of confidence has been equitable in nature. The cases 
show that the elements of the action are (1) disclosure, (2) of a 
trade secret, (3) submitted in confidence. E. I, Du Pont de Nemours 
Powder Co. v. Masland, 244 U.S. 100 (1917). It seems unreasonable 
to categorize exclusively, either as a breach of contract or as a tort, 
a wrong which was first recognized because the procedural require- 
ments of the common law were too rigid. When a court has a choice, 
it would seem better to continue the purpose of this old and dignified 
body of law by allowing the cause to proceed on either theory. The 
owner alleged, in the instant case, that there was a disclosure of the 
weapon to the other allied nations; the essence of the licensing agree- 
ment was indicative of a submission in confidence, at least according 
to the court’s interpretation of it with respect to the contract cause 
of action. Whether or not the weapon itself is a protectable trade 
secret, separate from the secret process, would seem to be the con- 
trolling question of fact, but this is just another fact to be proved at 
trial. The complaint would therefore seem to state a cause of action 
in tort which would be within the jurisdiction of the district court. 
The United States Code provides that the United States shall be liable 
as any other person, 28 U.S.C. § 2674 (Supp. 1951), and that the 
United States District Courts shall have exclusive jurisdiction over 
tort claims against the Government. 28 U.S.C. § 1346b (Supp. 
1951). For these reasons it is submitted that the court’s rationale 
was wrong in deciding that the facts alleged did not constitute a cause 
of action in tort. 

The statute, 28 U.S.C. § 2680h (Supp. 1951), cited in the principal 
case with respect to interference with contract rights would seem to 
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be inapplicable. The Government is the contracting party and there- 
fore could not be interfering in the conventional sense. Interference 
with contractual relations has too long been known as a distinct 
type of tort category for the courts to extend the boundaries now. Al- 
though the court failed to mention the ground, it would seem better to 
hold that the complaint did not state a cause of action in tort because the 
plaintiff was excluded under another federal statute, 28 U.S.C. § 2680k 
(Supp. 1951); this section of the Federal Tort Claims Act excepts 
tort actions against the United States arising in a foreign country 
and the disclosure of the weapon (to which the preceding paragraph 
refers) apparently did take place in foreign countries. For this 
reason the result in the instant case may be justified. Although no ob- 
jection on the point was made, it is nevertheless submitted that the 
court should have given at least this ground for their judgment, or 
another more cogent basis not herein contained, instead of summarily 
concluding that the gist of the action was for breach of contract. 


A. D. S. 


TresLE DAMAGE SUITS FOR VIOLATIONS OF THE RoBINSON-PAT- 
MAN Act.—Plaintiff, a canning company located in Russellville, Ar- 
kansas, claimed treble damages under §4 of the Clayton Act, 38 
Stat. 731 (1914), 15 U.S.C. § 15 (1946) for alleged discriminatory 
practices of defendant, American Can Company, from 1943 to 1946, 
which allegedly violated § 2 of the Clayton Act, as amended by the 
Robinson-Patman Act, 49 Stat. 1528 (1936), 15 U.S.C. § 13(a) 


(1946). The defendant had equalized its freight rate with Fort 
Smith, Arkansas, where it had a warehouse, not its factory, from 
which the cans were generally shipped when ordered. From this 
warehouse plaintiff's competitors in Fort Smith received cans without 
paying freight. But the plaintiff also benefited by having to pay less 
freight than it had in previous years. In addition, the defendant had 
divided its customers, when giving quantity discounts, into three 
classes: A, B, and C. Defendant had made a four-year cost study 
of the selling cost differentials between these classes and had found 
that such differentials reflected the actual selling cost differences be- 
tween such groups. However, only about two percent of the defend- 
ant’s customers could qualify for any discount under this classification. 
Furthermore, the defendant had given a special discount to the Mor- 
gan Company which had a factory adjacent to the defendant’s factory 
in Indiana, enabling defendant to make deliveries over a special run- 
way between the two factories. The trial court found that defendant 
had violated the Robinson-Patman Act and had injured the plaintiff 
in its property to the extent of $125,000.00, and accordingly judg- 
ment was entered against the defendant for $375,000.00, plus at- 
torney’s fees. Held, reversed. American Can Company v. Russell- 
ville Canning Co., 191 F.2d 38 (8th Cir. 1951). 


The court of appeals first ruled that plaintiff suffered no damage 
from defendant’s use of its warehouse as a basing point since he 
was getting his goods cheaper than before, even though plaintiff’s 
competitors paid no freight and plaintiff paid freight. The court 
found that any substantial decrease in plaintiff’s business was prob- 
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ably due to other conditions. Thus, the court followed the well- 
established common law principle, damages must be both certain in 
their nature and their cause. 1 SepGwicK, DAMAGE 317-318 (9th ed. 
1912). The rule requiring proximate cause to be shown before 
allowing recovery of damages has been followed in a number of 
treble damage actions under the Clayton Act, §4, supra. Keogh v. 
Chicago & N.W. Ry., 260 U.S. 156 (1922); Shotkin v. General 
Electric Co., 171 F.2d 236 (10th Cir. 1948); Package Closure 
Corp. v. Sealright Co., 4 F.R.D. 114 (S.D. N.Y. 1943); cf. Sullivan 
v. Associated Billposters & Distributors of United States, 272 Fed. 
323 (S.D. N.Y. 1919); Locker v. American Tobacco Co., 218 Fed. 
447 (2d Cir. 1914). 

The decision, however, puts the eighth circuit in conflict with the 
fifth circuit, American Can Company v. Bruce’s Juices, Inc., 187 F.2d 
919 (5th Cir. 1951). There the same defendant made a discrimina- 
tion between customers which it did not cost-justify as to its discrim- 
inatory freight rates. The court allowed the plaintiff to recover treble 
damages for at least the amount of discrimination, presumably on the 
theory that such discrimination is, in itself, a direct injury for which 
general damages can be awarded. 

The liberal view of the fifth circuit was originally applied in Eliza- 
beth Arden Sales Corp. v. Gus Blass Co., 150 F.2d 988 (8th Cir. 
1945). The view was subsequently approved in dicta by the Supreme 
Court in Bruce’s Juices, Inc. v. American Can Company, 330 U.S. 
743, 757 (1947), involving a counterclaim for treble damages for 
discrimination in a suit on debts. The rule is that where a defend- 
ant’s prices to competing customers are discriminatory and not justi- 
fied under the Robinson-Patman Act, supra, the petitioner is thereby 
damaged, in the absence of extraordinary circumstances, at least in 
the amount of the discrimination without any necessity of showing 
proximate cause or special injury. 

Some may wish to distinguish the instant case on the theory that 
there was an extraordinary circumstance because the plaintiff was 
benefited by having to pay less freight than previously even though 
his competitors had to pay no freight at all. Such an argument 
could have been made in the Elizabeth Arden case, supra, where the 
court allowed the recovery of treble damages for at least the amount 
of the discrimination, in the absence of justification. Therein the 
defendant paid the full salary of one clerk for one of plaintiff's com- 
petitors and paid only part of one clerk’s salary to the plaintiff where 
both distributed defendant’s products. Defendant could have argued 
that the plaintiff was benefited because he, the defendant, paid part 
of a clerk’s salary for him. The benefit argument thus appears to 
be only a label. If X manufacturer set his price at $15 on a certain 
product, and then lowered it to $12 to Z and $10 to Y, a competitor 
of Z, by reducing respectively their freight rates, who could argue 
that Z was benefited? Whether anyone is benefited in any situation 
depends on the surrounding circumstances. What does the product 
cost one’s competitors? How many and how strong are these com- 
petitors? If Y competitor is getting the product cheaper, can he 
undersell Z, obtain Z’s customers and injure his good will? 

The court in the instant case also ruled that the defendant had 
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justified its classification of its customers into three groups for pur- 
poses of quantity discounts by showing cost differences between 
groups based on a four-year study, even though the system did not 
reflect the selling cost differences between individual customers, and 
gave discounts to less than two per cent of the defendant’s customers. 
Furthermore, this four-year cost study had been abandoned in 1941. 
Thus, the court was liberal in ruling that the facts were sufficient to 
cost-justify the quantity discounts given between 1943 and 1946. 
This company’s quantity discount system was considered in another 
suit for treble damages, American Can Company v. Bruce’s Juices, 
Inc., 187 F.2d 919 (5th Cir. 1951), and the court failed to find that it 
had been cost-justified. Evidently the four-year cost study was not 
given very much probative weight by the jury or reviewing court, as it 
was not mentioned in the opinion, and the court found that defendant 
had not cost-justified his system of quantity discounts. The instant 
case ruling is also in conflict with the dicta in Federal Trade Commis- 
sion v. Morton Salt Co., 334 U.S. 37 (1948); and American Can 
Company v. Bruce’s Juices, Inc., supra. In the last mentioned case 
where the division of customers for quantity discount purposes was 
such that price discounts were available to only a few of American’s 
customers, the court intimated that such a system was not in good 
faith because the price discounts should be functionally available to 
all customers. 

Finally, the court in the instant case ruled that the defendant had 
justified its special discount to the Morgan Can Company, which 
had a factory adjacent to the defendant’s plant, by proof of savings 
in delivery cost, even though this discount was available only to this 
individual customer. This was a correct ruling on the facts as cost- 
justification is recognized as a complete defense. Section 2 (a) of the 
Robinson-Patman Act, supra. 

It is submitted that the Supreme Court should clarify this conflict 
of rulings between the fifth and eighth circuits. 

The choice will have to be either: (1) follow the Elizabeth Arden 
rule, supra, or (2) choose the well-established rule of damages and 
proximate cause that the instant case adopts. 

The argument for the Elizabeth Arden rule is that it enables busi- 
nessmen to know when they can sue and recover treble damages from 
a violator of the Robinson-Patman Act, supra, and when they them- 
selves are liable, since the elimination of proving proximate cause 
removes uncertainty from the law. 

The argument against the Elizabeth Arden rule is that it may be 
judicial legislation and that it may give a windfall to a complaintant 
who is not injured. Therefore, the instant case appears to be the 
correct ruling. 

As to the justification of the quantity discount system by showing 
a four-year cost study which had been abandoned sometime before 
the litigation arose, it is believed that the study was conducted for 
such a reasonable length of time and under conditions not so different 
as to nullify its effect between the years of 1943 and 1947. It would 
be unreasonable to require a businessman to continue giving quantity 
discounts in order to cost-justify them in case litigation arose. 

C. Hi. 
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Patents—Suit Unper Rev. Stat. §4915—ApmiIssIBILITY OF 
EviDENCE.—Plaintiff, assignee of a joint patent application, brings 
an action under Rev. Strat. § 4915 (1875), 35 U.S.C. § 63 (1946), 
against the Commissioner of Patents to procure a patent. The as- 
signee offered evidence at the hearing before the Board of Appeals 
of the Patent Office to eliminate a reference by showing prior use of 
the reference disclosure by the assignor inventors. The evidence was 
excluded from consideration by the Patent Office because a period of 
8 years had elapsed between the citation of the reference and the sub- 
sequent offer of the evidence to the Board of Appeals, and no good 
reason for the delay had been submitted. Held, that although an 
action under Rev. Stat. § 4915, supra, contemplated a trial de novo 
allowing submission of evidence not introduced in the Patent Office 
proceedings, if the evidence is introduced in the Patent Office and 
excluded, it cannot be admitted in an action under Rev. Star. § 4915, 
supra, unless the exclusion by the Patent Office was arbitrary or 
erroneous, neither of these exceptions applying to the instant case, 
but, even if the evidence were admissible, it is insufficient. Schering 
Corp. v. Marzall, 101 F.Supp. 571 (D.D.C. 1951). 

Rev. Stat. § 4915, supra, provides that a suit in equity may be 
brought against the successful party to an interference proceeding in 
the Patent Office, or against the Commissioner of Patents, in an 
ex parte suit in a federal district court, if he has refused the complain- 
ing party’s application for a patent. In either event the record in the 
Patent Office is wholly or partly admissible on motion of the parties, 
subject, however, to the right to further cross-examination of the 
witnesses, and without prejudice to the right of the parties to take 
further testimony. Rev. Stat. § 4915, supra. 

The court in the instant case adopted the position that Rev. Srar. 
§ 4915, supra, contemplated a “full disclosure” where ‘reasonably 
possible” and that a suppression or withholding of the evidence was 
not within its purview. Cf. Boucher Inventions Limited v. Sola 
Electric Co., 131 F.2d 225 (D.C, Cir. 1942). 

Rev. Stat. § 4915, supra, contemplates a trial de novo in which 
new and additional evidence is admissible, e.g., Ericson v. Jorgensen, 
180 F.2d 180 (8th Cir.), cert. denied, 340 U.S. 813 (1950) ; Knutson 
v. Gallsworthy, 164 F.2d 497 (D.C. Cir. 1947); but not evidence 
intentionally withheld from the Patent Office proceedings. Barrett 
Co. v. Koppers Co., 22 F.2d 395 (3d Cir. 1927). 

The doctrine of the Barrett case, supra, was extended in Perkins v. 
Lawrence Sperry Aircraft Co., 57 F.2d 719 (E.D. N.Y. 1932), to 
exclude evidence not intentionally suppressed but merely neglected 
through poor preparation, see Dowling v. Jones, 67 F.2d 537 (2d Cir. 
1933), and this extended doctrine has received approval, making the 
test for exclusion of the evidence not presented before the Patent 
Office: “ready availability,” Boucher Inventions Limited v. Sola 
Electric Co., supra (alternative holding) ; or absence of a denial that 
the evidence was “wholly within the party’s possession and control,” 
Schilling v. Schwitzer-Cummins Co., 142 F.2d 82 (D.C. Cir. 1944) 
(alternative holding); or “merely available,” Heston v. Kuhlke, 
81 F.Supp. 913 (N.D. Ohio 1948), aff'd, 179 F.2d 222 (1950) (al- 
ternative holding) ; and disapproval, the extension would be judicial 
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legislation, Minnesota Mining & Mfg. Co. v. Carborundum Co., 155 
F.2d 746 (3d Cir. 1946); the Barrett case must be restricted to its 
facts. Globe-Union, Inc. v. Chicago Telephone Supply Co., 103 F.2d 
722 (7th Cir. 1939). 

The court in the instant case was presented with the choice of 
which of these two doctrines was applicable to the fact situation pre- 
sented. This choice resolved down to, (1) holding the decision of 
the Patent Office to be erroneous, which requires testimony which 
in character and amount carries a thorough conviction, Morgan v. 
Daniels, 153 U.S. 120 (1894); or (2) upholding the decision of the 
Patent Office and impliedly accepting the extended Barrett doctrine. 

The incongruity in accepting the restricted doctrine is immediately 
apparent. Under this doctrine the evidence of the offering party 
would have been admitted if he had abstained from presenting it 
before the Patent Office, and the court would in effect be rewarding 
the less diligent parties under these circumstances. Under the ex- 
tended Barrett doctrine the evidence would have been excluded after 
such an abstention if during the Patent Office proceeding it was: 
“readily available,” Boucher Inventions Limited v. Sola Electric Co., 
supra; “available,” Heston v. Kuhlke, supra; or if there was no 
denial that the evidence was wholly within the offering parties pos- 
session and control. Schilling v. Schwitzer-Cummins Co., supra. 

The court in the instant case has stated three reasons why the 
plaintiff can not prevail, these reasons being: (1) the Patent Office 
decision was not erroneous, (2) the evidence was not admissible in 
an action under Rev. Stat. § 4915, supra, and (3) even if it were 
admissible it is insufficient to prove the contentions of the plaintiff. 
However, the first two of these are not wholly independent. Before 
the court could determine whether the Patent Office was in error, 
it was first required to determine which doctrine should be accepted. 
If the restricted doctrine were accepted, the Patent Office decision 
would necessarily be erroneous, since this doctrine merely requires 
evidence not intentionally withheld from the Patent Office. E.g., 
Minnesota Mining & Mfg. Co. v. Carborundum Co., supra; Globe- 
Union, Inc. v. Chicago Telephone Supply Co., supra. However, if 
the extended Barrett doctrine was accepted, the court would be re- 
quired to determine the new issue of error in the Patent Office de- 
cision. 

Thus it is apparent that the instant case has accepted a form of the 
extended Barrett doctrine, since the evidence was not admissible 
and there was no error in the Patent Office decision. Considering 
the fact that the plaintiff failed to explain the undue delay, both before 
the Patent Office and later before the court, an inference would arise 
that the evidence was intentionally withheld, Schilling v. Schwitzer- 
Cummins Co., supra (by implication) and, therefore, if no explana- 
tion for the delay is given, there was an implied intention to withhold 
the evidence from the consideration of the Patent Office. 

Therefore, it is submitted, the instant case comes within the logical 
limitations of the extended Barrett doctrine which amounts to an im- 
plied intention to withhold evidence. 


[Nore] This last annotation was prepared by a second-year student under 
the direction of the Law Review staff, 





BOOK REVIEWS 


SECURITIES REGULATION. By Louis Loss. Boston: Little, Brown & 
Company, 1951, Pp. xxvii, 1283. $17.50. 


Federal regulation of the issuance of securities, the securities mar- 
kets, corporate reorganizations and other financial transactions which 
come within the purview of congressional authority under the Con- 
stitution, is a task of very large proportions. It is founded basically 
upon a limited number of statutes which necessarily contain broad 
delegations of authority to the principal agency established by Con- 
gress—the Securities and Exchange Commission—for the achieve- 
ment of the basic objectives sought under the legislation. It is the 
exercise of this authority and power to set up standards and enact 
controls by rule, regulation or order that has created the great mass 
of administrative interpretations, policies and precedents accumulated 
during the nearly eighteen years of this Commission’s activities. It is 
this accumulation, in turn, which has called for a work of the char- 
acter of Mr. Loss’s book and which accounts for its monumental size. 

In this volume of some 1200 pages of text and appendices, the 
author draws together the various Federal and State statutes, and 
related administrative and judicial action bearing upon the financing 
of corporations and the established markets for trading in their 
securities. The result is an almost overwhelming compendium of in- 
formation necessary to a comprehension of the field and a solution of 
most of the problems presented to those who have responsibilities 
upon which these laws impinge. 

At first blush 1200 pages may seem unduly extensive, but in actual 
fact anyone who has dealt with the problems with which this book 
treats will find it in some respects disappointingly concise. That 
is perhaps inevitable, since no work of its kind could be expected to 
deal exhaustively with all the particular points of difficulty which are 
presented to the individual at a precise point in his operation. 

The author does more than at first indicated—.e., discuss the 
existing statutory and administrative pattern. As a matter of fact 
he presents what this reviewer regards as the first complete, as well 
as auhoritative review of the background history of this legislation, 
embracing not only our own American attempts to reach a satisfac- 
tory solution of the difficulties presented, but those undertaken by 
the British as well. These latter had a profound effect upon our 
own legislation—more profound perhaps than is generally realized. 

An interesting feature of the book is its discussion of the opposing 
philosophies which underlay the various recommendations for the 
basic legislation—regulation vs. disclosure—and the triumph of the 
latter in the initial enactment, the Securities Act of 1933. In a sense 
regulation is the principal thrust of this type of legislation—as indeed 
the title adopted by Mr. Loss for his book would indicate. This 
reviewer, however, has a deep-seated feeling that the approach to 
appropriate restraint upon historical excesses in the field should not 
place too great emphasis on the expedients of prohibition and control 

[ 809 ] 
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—else the legislation might suffer the same deserved fate as the 
Eighteenth Amendment. 

Mr. Loss evidences disagreement with the basic “disclosure” ap- 
proach of the Securities Act of 1933, and seems to express a pref- 
erence for a regulatory approach to the problem. In this connection 
he quotes with seeming approval the critical comments on the Act 
contained in an early (1934) paper written by Supreme Court Justice 
William O. Douglas while a professor at the Yale University Law 
School. It is this writer’s opinion that the political and philosophical 
approach taken toward the solution of the problems of the capital 
market and the restoration of investor confidence saved the day for 
the whole program. It avoided the pitfalls in the path of regulation 
and control of the financing of basic industry while laying the basis 
for the necessary control of undesirable practices in the secondary 
markets and the investment trust field. It is interesting to note that 
in Justice Douglas’s later writings his defense of the statutes and his 
praise of their efficacy in operation is as wholehearted with respect to 
the Securities Act and the disclosure principle as it is to the regula- 
tory provisions of the later legislation. See, e.g., Democracy and 
Finance (Yale University Press, 1940), pp. 54-55, 57-59, 244-246, 
248-249. 

Turning to the practical uses of this volume, it is certainly more 
than fair to state that it is the first and by all odds, the most com- 
plete reference work that has been offered to those who work in this 
comprehensive field. Lawyers, accountants and financial advisers 
have at last been given a source to consult which is at once compact, 
well organized and as nearly complete as anything can be. The 
magnitude of Mr. Loss’s task can be appreciated only by those 
who have done a considerable stint with the Securities and Exchange 
Commission or have devoted a substantial portion of their professional 
work to advising companies and individuals upon whom these various 
statutes impinge. 

Securities Regulation includes a section by section analysis of the 
various statutes whose provisions are principally directed to the super- 
vision of the issuance of and trading in securities and gives brief 
resumes of the aspects of the other statutes, the administration of 
which is charged to the SEC—such as the Public Utility Holding 
Company Act of 1935 and the Investment Company Act of 1940— 
which also govern such activities. In so doing, it documents the 
practical operation of the statutes with exhaustive references to case 
materials and policy publications of the SEC. It is here that the 
seeker after knowledge may find his reward in a manner not hereto- 
fore vouchsafed to the practitioner. 

It would be folly to attempt in the scope of a book review to discuss 
or even list the subjects of principal interest with which Mr. Loss 
so very capably deals. Many of the seemingly simple and innocent 
problems arising under the statutes have been the subject of endless 
argument among Commission staff members and between them and 
private professional practitioners for the entire period of the Com- 
mission’s administration. They have given rise to staggering amounts 
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of memoranda and correspondence and formal Commission opinions 
and findings, not to mention a very sizeable collection of judicial deci- 
sions. Well known to the sophisticated in this area are the questions 
of what constitutes “control” under the various statutes, particularly 
the Securities Act of 1933 (Section 2(11)), the legal and factual 
problems involved in determining when an offering is “private” as 
opposed to “public” (Securities Act, Section 4(1)), the troublesome 
problems growing out of the “insider trading” provisions in the stat- 
utes (e.g., Securities Exchange Act of 1934, Sections 10 and 16) 
and the like. On all these and many others the author has drawn 
together the pertinent material in a concise and helpful arrangement. 

The announcement that the volume is to be kept up to date with 
current pocket supplements will be welcomed by all interested in the 
various subjects discussed. An example of the importance of such 
a program is at hand. In discussing the exemption for security issues 
not involving a “public offering,” Mr. Loss notes that there is “no 
magic number of offerees at which the line is drawn” and, in keeping 
with long-standing Commission tradition, he avoids indicating any 
top limit of permissible offerees. He nevertheless regards the 
number of offerees as “[p]erhaps the most important criterion,” and 
observes that an offering restricted to a particular class may “cross 
the line” if open to a sufficiently large number of persons. In that 
connection he calls attention to the 1938 decision of the Court of Ap- 
peals for the Ninth Circuit enjoining, at the suit of the Commission, 
an offering to 530 stockholders (p. 396). Mr. Loss’s book was hardly 
off the press before the United States District Court for the Eastern 
District of Missouri had held that an offering of securities to 500 
“key employees” was a “private” and not a “public” offering. The 
court rejected the contention of the Commission—represented by Mr. 
Loss and others—that the principal test was the number of offerees 
involved and that the dividing line between a public and private 
offering in this instance was 100 employees, (SEC v. Ralston Purina 
Co., 102 F.Supp. 964, decided Feb. 12, 1952). These supplements 
will also be followed diligently by those who have been baffled by the 
shifting judicial sands in the controversy concerning liability of 
“insider” purchasers to sellers who bring suit based upon the pur- 
chasers’ alleged violation of the Commission’s rules under Section 
10(b) of the Securities Exchange Act of 1934 (Rule X-10B-5). 

As indicated at the outset the subject matter covered by Mr. Loss is 
complicated and inevitably puzzles the uninitiated. He has done 
much to lift the veil of mystery which has surrounded it and has made 
available to competent professional practitioners a guide to an under- 
standing of the problems and the ability to advise those who consult 
them. Knowledge is thus given to the many which previously was 
open only to the privileged few who were, by reason of geographical 
location or otherwise, able to sit down and thrash out their problems 
with the Commission or its staff members. GANSON PuRCELL.* 


* Member of the Bar of the District of Columbia. Former Chairman of the 
SEC, 1942-1946. 
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LAND PLANNING Law IN A Free Society. By Charles M. Haar. 
oy eee Harvard University Press, 1951. Pp. xiii, 213. 





With the wide disparities in conditions and differences in viewpoint 
between Britain and this country, it is hardly surprising that in our 
development of programs of broad-gauged social and economic im- 
plications, we have time and again rejected as either unnecessary or 
unacceptable the comprehensive and thoroughgoing provisions char- 
acteristic of the corresponding British programs. Thus, when Con- 
gress enacted the United States Housing Act of 1937, it contem- 
plated a low-rent housing and slum clearance program much more 
limited in scope than that contained in the already existing English 
housing legislation as consolidated by the Housing Act, 1936.2, More 
recently, a particularly striking contrast has been provided by the 
“community development and redevelopment” * programs respectively 
enacted by the two countries—through the “Town and Country Plan- 
ning Act, 1947,” * in the case of Britain, and Title I of the “Housing 
Act of 1949,” ® in the case of this country. Very briefly, the Amer- 
ican act presently contemplates a very limited program, necessarily 
experimental and sporadic in effect. It relies on a wholly voluntary 
participation by our localities for the development of an adequate land 
use program for this country.* It clearly earmarks the job of actual 
land development or redevelopment as one for private enterprise.” 
And it resorts to the governmental subsidy (“capital grant”) device 
as the method for making highly priced urban land available for 
redevelopment in accordance with sound planning principles.® 

The British Act, to put it bluntly, “goes the whole hog.” It pro- 
vides for a program whereby the future use of all land is planned and 
regulated in detail so that—with fairly limited exceptions—no one 
may build without conforming to a land use plan and obtaining the 


150 Srar. 888 (1937), 42 U.S.C. §§ 1401 et seg. (1946). 


226 Geo. 5 & 1 Edw. 8, c. 51 (1936). See also Hitt, THe Compete Law 
or Housinec (3d ed. 1938). 

3 This is the name applied to the program by Title I of the American Act— 
apparently as at least preferable to “urban redevelopment.” 

#10 & 11 Geo. 6, c. 51 (1947). 

563 Srat. 413 (1949), 42 U.S.C. §§ 1441 et seg. (Supp. 1951). 

6 While, in the case of the federal act, there may have been no choice, the 
present pattern of state urban redevelopment legislation is likewise to make 
participation a matter of voluntary option for our localities. Also, the federal 
act prescribes as a condition to federal aid, approval by the local governing 
body of the redevelopment plan, even if not required by state law. (Supra note 
5, r¢ 105 (a)). 

7 That is, of course, where the redevelopment is for private uses. See §§ 2, 
102 (a) and 105 (a) (ii), Housing Act of 1949, supra note 5. Compare sections 
107 and 140 (d) with respect to redevelopment for public purposes. 

8 See particularly § 103, Housing Act of 1949, supra note 5. The plan is that 
the land will be purchased (or condemned) by a local public agency (see infra 
notes 21 and 28) which will pay the existing high “market” value of the land, 
prepare it for redevelopment, and then make it available to the private rede- 
veloper at a price which will permit its redevelopment along sound planning 
principles. The deficit incurred would be made up by Government grants, 
largely federal. 
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consent of the appropriate public authorities.* More significantly, 
the Act seeks to assure that whatever development or redevelopment 
is needed will in fact be undertaken—and, if necessary, by the local 
public authorities.° It is, however, the problem of existing high 
land costs as an obstacle to socially desirable land use that is handled 
in particularly striking fashion. What the British have done is to 
nationalize, as of the effective date of their act, that part of the value 
of privately owned land that was attributable to its potentialities for 
more profitable development or use, as distinguished from the part 
attributable to its then existing use.* Thus, the Government now 
owns the “development value” of all land, and so is to be paid therefor 
by any owner or purchaser of land who undertakes its development. 
This means, in turn, that the Government is in a position to set the 
“price” to be paid at an amount which will permit soundly-planned 
development.** 

It is this far-reaching Act that is the subject of Mr. Haar’s book. 
Consistent with its comprehensive and detailed nature—even physi- 
cally it takes up one hundred seventy five pages in Halsbury’s Stat- 
utes of England—Mr. Haar gives the statute, together with the im- 
plementing regulations issued by the Ministry of Town and Country 
Planning, very detailed treatment and analysis. The complexities, . 
both as a matter of substantive law and administration, presented by 
an act of this nature clearly make this no easy task. Mr. Haar has 
proved equal to it. With painstaking care and precision, he has pro- 
vided necessary historical background; he has described fully the 
British administrative machinery ; he has clarified nicely the complex 
concepts involved in the British plan, in their operation as well as 
in theory, and in their interrelationships as well as separately; and 
he explains, wherever necessary, the motivations behind many of the 
approaches embodied either in the statute or implementing regula- 
tions, otherwise obscure as to purpose or basis to the American 
reader. One may continue to disagree, with varying degrees of 
intensity, with many of the approaches or determinations involved in 
the British program, but at least one has the fair assurance that he 
does so on the basis of an adequate understanding of the content of 
the plan and an appreciation of its objectives and underlying com- 
pulsions. 

Quo bono? It would not seem impertinent under present condi- 
tions to wonder what persuasive value the British example currently 
has in this country. In any case, this country will certainly continue 
to reject, even for purposes of preliminary consideration, any pro- 
gram based on nationalization of land ownership, in whole or in part. 
Certainly, also, anything like the degree of national control and direc- 


® Haar, LAND PLANNING Law IN A FReeE Society, 70 and 156, and c. 2. 
passim. 

10 See Haar, op. cit. supra note 9, at 9, 127, 129, 149-150, and 166-167. 

11 See Haar, op. cit. supra note 9, c. 3. £300,000,000 was appropriated as the 
total sum to be available to pay landowners for this expropriation. 

12 And, at the same time, also to be the one that reaps the benefit of any 
increase in land values attributable to the very planning activities of the Gov- 
ernment. See Haar, op. cit. supra note 9, at 95, 102, and 127 and c 3C 
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tion of local operations,** or public control generally of private land 
use,** apparently regarded by the English as basic to the success of 
their program, would be impossible or unpalatable here.** Further, 
there are substantial differences in the very problems that the “plan- 
ners” in the two countries must face and treat. There are, to begin 
with, the differences in governmental structure and concept.* A 
problem, corollary to this—and one that will become of increasing 
magnitude as the American program expands—is that of equitably 
allocating, between the Federal Government on the one hand and our 
States and communities on the other, the substantial deficits ines- 
capable’ in the writedown of land costs for redevelopment.** An- 


18 See ¢.g., HAAR, op. cit. supra note 9, at 50-53, 58, 66, and 137. 

14 See e.g., Haar, op. cit. supra note 9, c. 2B and c. 4. As to why the English 
did not simply cut the Gordian knot by entirely nationalizing land ownership, 
see Haar, op. cit. supra note 9, at 165. Cf. p. 127. 

15 See e.g., Arkansas-Missouri Power Co. v. Kennett, 78 F.2d 911 (8th Cir. 
1935) ; and Illinois Power & Light Corp. v. Centralia, 11 F.Supp. 874 (E.D. 
Ill. 1935). Compare School Dist. No. 37 v. Isackson, 92 F.2d 768 (9th Cir. 
1937). It is to be noted that practical as well as constitutional considerations 
are involved in determining the extent to which the Federal Government may 
and should impose its controls upon localities as conditions to federal financial 
aid. The matter is, of course, not helped any by the fact that members of the 
Congress, in establishing policies (or in policing administration) with respect 
to programs of this type, occupy and play dual—and often conflicting—roles in 
their respective capacities as representatives collectively of the national interest 
and representatives of their individual communities. 

16 To cite a somewhat less obvious implication: In this country particularly, 
the administration of a program is not only “policed” by the respective standing 
committees of the two Houses of Congress which had the responsibility for the 
development of the substantive legislative program, it is also “policed” by the 
appropriations committees, which may be governed by wholly different perspec- 
tives, and which have not been unknown to exercise their policing powers— 
from these different perspectives—with respect to substantive aspects of the 
program. As a recent example, see the provisions of a substantive nature with 
respect to the public housing program included in the Independent Offices 
Appropriation Act, 1952, Pub. L. No. 137, 82d Cong., Ist Sess. (Aug. 31, 1951). 
This has especial significance for a program such as urban redevelopment where 
as indicated infra, much of its basic development must be left to the post-legis- 
lative period of administration. Compare Haar, op. cit. supra note 9, at 23. 

17].¢, as a practical matter. In this connection, it has been suggested that 
much of the cost of slum clearance could and should be avoided by “condemn- 
ing” slum properties under our building, safety, or health codes or ordinances 
rather than our eminent domain procedures. Straus, THE SEVEN MYTHS OF 
Hovusine (1944) c. V. See also Note, 14 U. or Cur. L. Rev. 232 (1947). The 
redevelopment laws of at least four states—Kentucky, Michigan, New York, 
and Wisconsin—have express provisions on this matter. Legally, as well as 
practically, however, the matter is complicated by the fact that both the 
existence and effect of violations of building or safety codes often rest upon 
administrative determinations involving the exercise of discretion in the appli- 
cation of legislative standards. Cf. Kennebec Water Dist. v. Waterville, 97 
Me. 185, 54 Atl. 6, 16-17 (1902). 

18 This problem is difficult, of course, because of considerations of practical 
politics. It is made particularly difficult by the complications inherent in any 
case in attempting to measure local tax effort and resolve such questions as 
the extent to which the “poverty” of various of our states and communities may 
be due to inadequacy of tax pattern rather than to inadequacy of resources. 

Also it may be an oversimplification to group our states and communities 
together, as vis-a-vis the Federal Government. Our states and cities have had 
at least one engagement over the issue whether programs of Federal aid to 
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other factor complicating our urban redevelopment program is that it 
may run into racial and minority problems in some of their most 
unhappy aspects. This is because redevelopment requires displace- 
ment of those living in the area, and racial minorities often predomi- 
nate in the areas most in need of redevelopment.?® 

One could go on, but Mr. Haar might, I suppose, concede all this. 
And, in fact, while his study is for the American reader, and while he 
does utilize every opportunity to make comparisons between the two 
countries, his treatment, including his appraisal, of the British Act 
is essentially of it as an act for British purposes. As the title of his 
book suggests, he would, I gather, feel his labors had proved emi- 
nently worthwhile simply if they contributed to a wider acceptance 
and appreciation in this country of the fact that a comprehensive, 
detailed, and positive—that is to say, the “planner’s” concept of an 
effective—public planning and control of land use can be accomplished 
by democratic means in a democratic society, and that it is in no 
wise inconsistent with the premises underlying such a society to accept 
and act on the premise that property owners, in their use of their 
property, will be guided essentially by considerations of self-interest 
rather than the best interests of the community.”° 

The fact is also that Mr. Haar’s unremitting attention to detail does 
serve to reveal or suggest an amazing amount of similarity with re- 
spect to the types of problems facing both countries. Although its 
decision was different, England, like this country, had to determine 
whether to utilize its already existing national housing agency for 
the administration of the program or to have a special agency for that 
purpose. In England, as in this country, it has been found easy 
enough to speak of subordinating private self-interest, where neces- 
sary, to the public good; but in England, as here, it is quite another 
matter to define or determine what the public interest or good is.** 


our urban communities should be based on a Federal-State relationship or a 
direct Federal relationship with the communities themselves. See e.g., Na- 
TIONAL INSTITUTE OF MUNICIPAL Law OFFICERS, MUNICIPALITIES AND THE 
Law 1n Action 1947 Edition at 25-26; 1948 Edition at 25-26. 

19 See in this connection section 105(c) and section 302(a), Housing Act 
of 1949, supra note 5. 

20 See Haar, op. cit. supra note 9, at 1-2, 4, 6, 10, 13, 156, 165-167, 197 (n. 
10), 208 (n. 11). 

21 In this country, the substantive Federal program authorized is itself directly 
related to housing (§110(c), Housing Act of 1949, supra note 5) and the 
responsibility for administration of the program is in the Housing and Home 
Finance Agency. England, in contrast, has a Ministry of Town and Country 
Planning. However, even in this country, the localities are still free to deter- 
mine whether to utilize existing local public housing authorities or establish 
separate local community development authorities—or for that matter to utilize 
the city government itself (see §110(h), Housing Act of 1949, supra note 5). 
All three approaches are now being used, and no definite pattern as to general 
local preference has yet emerged. 

22 See Haar, op. cit. supra note 9, at 6-7. Also, who is to determine what is 
in the public interest when the programs of other governmental agencies are 
involved and there is the inevitable conflict in viewpoint between these agencies ? 
Note also the probability of conflict between local, regional, and national public 
interests. See Haar, op. cit. supra note 9, at 12, 24-31, 45, 158, 180 (n. 47), 
207 (n. 6). 
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As one consequence, in England, as in this country, very much of 
the real definition and articulation in this connection has had to be 
left to the post-legislative period of administration of the program.”* 
As a further consequence, in England, as here, the staffing of the 
governmental agencies involved—at both the national and local levels 
—may prove peculiarly important to the success of urban redevelop- 
ment—perhaps as much so as the nature of the program authorized.** 
In England, as in this country, it has been necessary to consider the 
role the courts may or should play.2* For England also, the admin- 
istration of an urban redevelopment program has been made more 
difficult because local political boundaries are altogether outmoded or 
at least have no logical application to community development activi- 
ties. And, interestingly enough, while in England as here, national 
leadership and guidance concededly are necessary,?” that country too 
has the problem of assuring that the local agencies do exercise the 


responsibilities that are properly theirs, at least in their more onerous 
or distasteful aspects.** 


28 See Haar, op. cit. supra note 9, at 7. 
24 See HAAR, op. cit. supra note 9, at 7, 39, 49, 170. Peculiarly important also, 
especially in this country, because, in a program of this nature, capabilities along 
“public relations” lines of those administering the program may be as indis- 
pensable to its success as abilities along land planning lines. 

35 See ¢.g., HAAR, op. cit. supra note 9, at 66-67, 72, 74, 88, 113, 122, 188 
(n. 45), and 193-194 (n. 78). Cf. p. 186 (n. 21 and n. 26). On this question, 
as on others, the index for the book is disappointing. It is prepared on a 
purely mechanical basis, so that, through the index one may find where in the 
book Mr. Justice Holmes is cited for his dictum that a page of history is worth 
a volume of logic, but there is no index reference to “courts” or “judicial re- 
view,” and, while there is one to “appeals,” it does not, for example, provide 
a reference to instances where the study points out that no appeal is provided 
for. Neither “eminent domain” nor “condemnation” are listed (the reference 
is to “compulsory acquisition”). Nor is “agricultural land” listed. 

26 See Haak, op. cit. supra note 9, at 33, 50-51, and 157. 

27 See Haar, op. cit. supra note 9, at 12, 52, and 54. In this country, Title I 
of the Housing Act of 1949, supra note 5, can be traced back to the 1944-1945 
investigations and report of the Senate Subcommittee on Housing and Urban 
Redevelopment (of the Senate Special Committee on Postwar Economic Policy 
and Planning) of which Senator Robert A. Taft was Chairman. (Italics add- 
ed). Senator Taft was also one of the sponsors of the various bills which were 
introduced in successive Congresses as a result of the Subcommittee’s report and 
which ultimately resulted in the enactment of the act (S. 1592, 79th Cong., Ist 
Sess., introduced November 14, 1945; S. 866, 80th Cong., Ist Sess., introduced 
March 10, 1947, and passed, incidentally, by a Republican Senate, and S. 1070, 
8ist Cong., 1st Sess.) all of which were very basically concerned with urban 
redevelopment. It is therefore difficult to agree with Mr. Haar’s characteriza- 
tion of Title I as involving “New Deal ‘patchism,’” or of “the American de- 
velopment [as one] where provisions relating to urban redevelopment were for 
years hastily tacked on the housing bills.” Haar, op. cit. supra note 9, at 6, 7 
and 13. 


What is the case, is that it would be impossible to apply to the American 
act, Mr. Haar’s characterization of the English “Act [as] through and through 
a planners’ Act.” Haar, op. cit. supra note 9, at 155. And, in fact, it is no 
secret that various of our planning groups were not too happy with the Amer- 
ican Act as developed by its sponsors. But this may involve more fundamen- 
tally questions of practical political realism and effort. 

28 See Haak, op. cit. supra note 9, at 82-83. And also the problem of working 
out a reconciliation between the need on the one hand for substantial autonomy 
at the local level as well for the community planning and redevelopment agencies 
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In summation: the English program and the administrative ma- 
chinery set up for it will hardly serve as the model for us to follow, 
and much of the detail in the Haar study may prove uninteresting 
to the American reader. But the study will prove well worthwhile 
both to those who already have a real interest in land planning and 
urban redevelopment, and to those who would like a good overall 
introduction to its concepts and problems.”® 

HERMAN I. ORENTLICHER. * 


ANGLO-AMERIKANISCHES RECHTSWORTERBUCH. I. TEIL ENGLISCH- 
DeutscH. By Robert F. Weissenstein. Ziirich: Schulthess & 
Co., A. G., (1950). Pp. vi, 199. Swiss Frs. 22. 


General bi-lingual dictionaries of the traditional kind are of little 
avail to the Common Law lawyer engaged in legal work involving 
foreign Civil Law matters. Frequently they prove even misleading. 
Specialized bi-lingual dictionaries limited to legal terms alone, which 
have been undertaken within the last two decades are indicated. Such 
dictionaries, when edited by persons well acquainted with legal ter- 
minology help avoid substantial errors in translating legal materials. 
But they do not solve the basic problem as long as they only attempt 
to translate words or phrases, i.e., to furnish a term of the native lan- 
guage for a term occurring in the foreign legal system. The reason is 
that the existing broad differences of legal terminology in the Common 
and in the Civil Law systems result mostly from a fundamental mate- 
rial distinction in their basic legal concepts and institutions. Lawyers 
ordinarily develop only technical expressions for concepts familiar to 
their own system. Accordingly, literal “translations” are frequently 
impossible. It does not make sense to look for words in the native 
language, which might be used to convey the meaning of a foreign 
technical legal term which applies to a concept or notion which is 
unknown in the native jurisprudence and vice versa. 

What is really needed are law dictionaries of a new type, dealing 
not only with words and phrases, but with concepts and notions. 
They must not be restricted to the translation of words, but based on 
the explanation of underlying foreign concepts and notions wherever 
mere translation of terms is inadequate. 

The merit of the book under review is that the author has recog- 
nized this real problem. He has undertaken to serve two purposes 
at the same time. One, a linguistic (philological) and the other, a 
juristic. His work aims at the combination of a “specialized and 
therefore necessarily selective” bi-lingual English-German dictionary 
in the customary sense, with an encyclopedia on fundamental notions 
and institutions of the Anglo-American Legal System. 

The difficulties in initial preparation of such a book are enormous. 


and their ultimate responsibility on the other hand to the community as repre- 
sented by the local legislative body. Compare Haar, op. cit. supra note 9, at 
65-66, and § 105(a) of the Housing Act of 1949, supra note 5. 

29 With respect to the effect of the English Act on private conveyancing, 
Mr. Haar apparently expects no very striking changes, although some changes 
in practices may, of course, be expected. See e.g., pp. 160 and 199 (n. 37). 

* Associate Professor of Law, The George Washington University. 
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